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DEPOSITED BY THE 
UNITED STATES OF AMERICA 


FOREWORD 


The Subcommittee for Review of the Mutual Security Programs 
was formed October 16, 1958, as a permanent subcommittee of the 
Committee on Foreign Affairs, 

Our survival under world conditions conducive to our continued 
existence as a free and sovereign people is the ultimate aim of United 
States foreign policy. The subcommittee will make a “continuing 


5 
review of the implementation of United States foreign policy through 
the mutual security programs.” It will serve as the chief instrument 


of the Foreign Affairs Committee in discharging the legislative over- 
sight responsibilities for activities that come within the jurisdicton 
of the commttee. The principal duties of the subcommittee will in- 
clude continuing hearings, studies, and analyses of— 

(1) United States foreign policy objectives in countries re- 
ceiving aid and the extent to which those objectives are promoted 
or retarded by aid programs; 

(2) Ways and means of eliminating waste and increasing ef- 
ficiency in the aid program. 

When the subcommittee finds that money has been provided for 
industrial development, highway construction, or for military equip- 
ment, and the results hates been too long delayed or are not com- 
mensurate with the expenditure, the subcommittee intends to direct 
its effort to finding out where the fault lies and to recommend cor- 
rective action. In its appraisals of the effectiveness of the mutual 
security program in any country, however, the subcommittee will not 
be satisfied with a tabulation of acres cleared, kilowatts generated, 
students enrolled, or men under arms. ‘The progress made in the at- 
tainment of United States foreign policy objectives will be the pri- 
mary concern of the subcommittee. The various elements of the 
mutual security program will be evaluated in terms of their contri- 
bution to such progress. 

The subcommittee recognizes the magnitude and complexity of the 
worldwide mutual security program. It believes that it can render 
more effective service by dealing intensively with selected problems, 
countries, or programs rather than by attempting a cursory review of 
the entire mutual security operation. The subecommi ittee will focus 
its attention primarily on activities and situations where the progress 
appears to be unsatisfactory. The subcommittee will direct its efforts 
to an examination of the shortcomings of mutual security operations, 
with the pur pose of securing their speedy correction. The dangers 
— ‘h we face and the problems which confront us are such that we 

‘annot risk doing a second-rate job in implementing our foreign pol- 
icy. The subcommittee believes that this approach will permit the 
most orderly demarcation between the responsibilities of the legis- 
lative and executive branches in the area of foreign operations. 

Tuomas E. Morean, 
Chairman, Subcommittee for Review of the Mutual Security 
Programs. 
. mm 
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REVIEW OF THE MUTUAL SECURITY PROGRAM 
DEVELOPMENT AND IMPLEMENTATION 


TUESDAY, DECEMBER 2, 1958 


CoMMITTEE ON Foreign AFFAIRS, 
SUBCOMMITTEE FOR REVIEW OF 
THE Murua Securiry ProcrRaMs, 
Washington, D.C. 

The subcommittee met in executive session at 2: 30 p. m., the Honor- 
able Thomas E. Morgan (chairman of the subcommittee) presiding. 

Dr. Morcan. The subcommittee will come to order. 

We have with us today Mr. L. D. Lloyd, who was formerly employed 
by the J. G. White Engineering Corp. and was in Taiwan, where he 
was responsible for drawing up engineering studies on the Ta Shu 
Shan sawmill proposition. 

Do you have a statement you want to make, or do you want us to 
go ahead with the questions? 


STATEMENT OF L. D. LLOYD, FORMERLY WITH THE J. G. WHITE 
ENGINEERING CORP. 


Mr. Luoyp. I can say that I was out there for 3 years, from April 
1955 to April 1958, and did head up this project. It was one of my 
main projects. During most of that time I was assigned to the Office 
of Industries of the ICA. However, I was paid by the J. G. White 
Engineering Corp. 

Dr. Morgan. Mr. Lloyd, how long were you employed by the J. G. 
White Engineering Corp. ? 

Mr. Luoyp. A little over 3 years. 

Dr. Morean. This was your first job with them? 

Mr. Luoyp. Yes. 

Dr. Morcan. Now, Mr. Lloyd, your background has been in lumber ? 

Mr. Luioyp. I am a graduate in forest management from Oregon 
State, and I have a master’s degree from the University of Michigan 
in forest management, and after leaving school, in 1930, I went into 
the logging and lumber industry in the Pacific Northwest. 

Dr. Morean. What other type of projects did you handle for the 
J.G. White Corp. besides this lumber project ? 

Mr. Luoyp. That was the main one. However, I did handle log 
purchases for the Chinese Government, the National Government, pulp 
purchases from Japan, and I helped with their lumber program. 

Dr. Morcan. When you went to Taiwan were you assigned to this 
particular project immediately after you arrived there? 

Mr. Lioyp. That is true; yes. 
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Dr. Morgan. The project had already been approved by the Chinese 
Government? How long did it take to prepare your specifications? 

Mr. Lxorp. That is not quite right. The idea was to open up this 
one large stand which is known as Big Snow Mountain. At the time 
they were carrying on a very intensive forest survey, the United States 
Forest Service, and they had been out there with men who were 
doing an aerial and ground survey for inventory purposes. They 
came up with a figure of about 3.5 billion feet in this particular area. 
So when it was determined advisable to open up, the question of the 
sort of logging equipment they were going to use arose—if they were 
going to use cableways and trucks. Those were questions that I had 
to decide immediately upon getting out there and finding out there 
was this timber available. 

The timber is conifers. It grows above 7,500 feet altitude, and we 
did build a road from near sea level up to this stand. 

The trees are very large. I have a few photographs here that give 
you an idea of the size of the trees that grow up there. Some are 
as large as our redwoods. A lot are 6 to 8 feet on the stump. 

Mr. Curperrietp. What kind are they ? 

Mr. Lioyp. This particular tree [indicating] is similar to our 
Alaska yellow cedar. Then there is the Wilson fir similar to our 
Douglas fir. And there is hemlock, spruce, and pine. Those are 
the main-species we were trying to get into. 

_ Dr. Morean. Mr. Lloyd, were you given any instructions or any 
limitations when you arrived there about any specifications, or did 
you have a free hand in drawing snecifications ? 

Mr. Luioyp. I more or less had a free hand because most everyone 
of the staff of ICA and J. G. White knew very little about logging 
in this part of the country which, by the way, is very similar to the 
country in our Northwest. In opening up this stand it involved not 
only logging but how to convert the trees into usable products. 

There were around 600 mills on the island, and they were quite 
inadequate if they were going to get production, and they certainly 
needed it. They were very shy on long timbers. They were shy on 
boards dimension and they were shy on chips for pulp mills. 

Dr. Morean. Did I understand you to say that there were 600 other 
mills on the island ? 

Mr. Luoyp. All small custom cutting mills and more or less hand- 
operated. They were put in by the Japanese under the Japanese 
occupation. 

There had been a large Japanese mill using a 9-foot band when the 
Japanese opened up a similar stand of this timber, but that mill was 
destroyed in an earthquake. It was never rebuilt. It was a success- 
ful mill run by the Japanese. They brought their logs out on a 
narrow-gage railway. 

Dr. Morean. Mr. Lloyd, was there any criticism offered of any of 
your specifications? Was there any suggestion that the new mill you 
designed was too complex, or too large? poe 

Mr. Lioyp. No, I do not think so. There was some criticism on 
the size of the band, the 9-foot band. Some people said perhaps an 
8-foot band would have been large enough and others said a 10-foot 
band would have been better. Under the circumstances you do the 
best you can. Some logs naturally will not go through the sawmill; 
they are too large or too small to economically go through. 
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Dr. Morean. Do we have mills in this country somewhat similar 
to the ones you designed ? 

Mr. Luoyp. Yes. And I brought this [indicating] for you. This 
came out after we drew up our specifications. It is an integrated mill 
built by Weyerhaeuser, and right down the line it follows ours nearly 
identical. ‘They had a log lift which is a roll-type lift rather than a 
bull chain. They had a log cutoff saw on the doth but we had our 
cutoff saw on the pond. They have a barker. We had no barker. 
There was some criticism on that, that we did not employ a barker. 
You do not have to bark logs out there; the natives doit for you. They 

take the bark for fuel before the logs ever get near the sawmill. 

The carriage in this mill was 24 feet long whereas we specified a 
32-foot one. We specified this 32-foot carriage that cut a 40-foot log 
because long timbers were in short supply and there was no mill to 
cut them. W eyerhaeuser does have other mills that can cut 48-foot 
timbers, so their new mill did not have to have a longer carriage. 
They have a 10-foot band double cut. We specified a 9-foot single 
cut because the double cut is rather complicated for the native help. 
They had an edger 8 inches by 72 inches. We specified an edger 
8 inches by 54 inches. They had a slasher; we had a slasher. They 
had a trim saw; we had a trim saw. They had a 7-foot band resaw, 
and we specified a 6-foot band resaw and so it goes right on down the 
line. They had achipper and we had a chipper. 

Their mill was designed for 150,000 board-feet, and an 8-hour shift 
and our mill was designed for approximately 60,000 board-feet in an 
8-hour shift. Their mill, by the way, was a lot more expensive than 
ours, but basically they were the same. 

Dr. Morean. What is your opinion why the ICA decided not to 
make the awards on your specifications ? 

Mr. Luoyp. Well, they probably did not know whether the mill was 
practical, or what the mill required. The reason they did not know, 
[ imagine, was because they probably did not have enough experience 
in that line. I believe that is the basic reason. There was also quite 
a lot of criticism to the specifications by the unsuccessful bidders. 

Dr. Morgan. How many bidders were there on this? 

Mr. Lioyp. There were 10 firms that bid and 1 firm put in 12 bids, 
the U. S. Wallboard Co. The bids ranged from around $900,000 to 
around $130,000. 

This list that I have here shows ie lowest bid at $130,350. I have 
made a few notes here of my own. They ranged from a round $925,000 
down to about $130,000. The $1: 30 ,000 bid was by a German firm 
that specified a 714-foot head rig, what we call a horizontal band, 
but the head moved instead of the log. We do not do that. We move 
the log instead of the head rig. That mill did not meet the specifica- 
tions in a number of other ways. They had no planer, and so forth. 
That was the low bid. The bid by Sumner was all right, but it was 
too high. 

With regard to the U. S. Wallboard Co.’s 12 bids, 6 did not qualify, 
the lowest bids, because they did not meet the specifications having 
no planer . bailer, chipper, boulders, lathe machine, or live log deck. 
Their higher bids, however, did meet the specifications in every re- 
spect, but were higher than the successful one. 

Dr. Morcan. You visited the Enterprise Co. ? 

Mr. Liuoyp. That is right. 
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Dr. Moraan. You are familiar with that bid ? 

Mr. Luoyp. Yes. 

Dr. Morean. They were the low American bidder that met the 
specifications ? 

Mr. Lioyp. They were the lowest acceptable bid. 

Dr. Morean. Do you feel that the Enterprise Co.’s bid was a legiti- 
mate bid and that they could have done the job? 

Mr. Luoyp. In every way; yes, that is right. 

Dr. Morean. In every way ? 

Mr. Lioyp. That is right. They are building some very nice mod- 
ern machinery. Also the Salem Equipment Co. I stopped at their 
plant in Salem, Oreg., and they, too, could have built this plant. 

Dr. Moraan. And their bid 

Mr. Luoyp. Wasslightly higher 

Dr. Morean. Than Enterprise? 

Mr. Luoyp. Enterprise actually had 2 bids; one of $550,580 and 
another of $567,062. That is the way that I copied it in my notes. 
With regard to the lower bid, the agent out there cut his percentage 
of the commission to the bone, and that is why that bid is about $6,500 
lower. The Salem bid was $568,500, and their specs were right on 
the nose. The equipment was parallel, and a lot of the machinery 
was the same. 

By the way, in all of these bids no one bidder makes all the ma- 
chinery. It is purchased from other companies. The planers are 
made by planing people and the saws are made by Simmons, or 
Adkins, so a lot of it is purchased. 

Dr. Morean. Thank you. 

Mr. Currerrretp. Mr. Lloyd, as I understand you, you feel this was 
a proper project ? 

Mr. Liuoyp. Yes, I do. We were spending considerable money out 
there on the importation of Douglas fir from the Northwest to meet 
the military program, and we were also buying logs from the Philip- 
pines. 

Mr. Crirverrieip. Therefore, there was a real need for a sawmill of 
this kind? 

Mr. Luoyp. Yes. This is what we call a breakdown mill. It is a 
production mill. That would have given the military their needed 
construction lumber. The fact is, the military were in on this right 
from the start. They proposed it and went along with us on it 100 per- 
cent. 

Mr. Currrrrietp. Do you feel this sawmill could be justified from 
an economic et g 

Mr. Luoyp. Oh, yes, I am sure it could. Even if there was only 1 
billion feet of lumber, which is still a tremendous amount of timber, 
this mill could run forever. In 35 years they could grow back a sec- 
ond stand. 

Mr. Currerriecp. If I understand it correctly, you made a careful 
survey of the situation and determined the needs? 

Mr. Liuoyp. That is right. 

Mr. Curtrerrretp. And then submitted specifications that you 
thought would be sufficient to award a bid on; is that right ? 

Mr. Luoyp. That is right. 

Mr. Curerrrietp. Do you have any reason to change your mind 
about those specifications? 
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Mr. Luoyp. Not in the least. 

Mr. CurtrererrreLp. You feel that they were sufficient for any com- 
pany to look them over and make a bid that would meet the need out 
there? 

Mr. Lioyp. That is right. 

Mr. Cuirrrrievp. If that is the case, would you think there was any 
need for another survey to be made by another company ? 

Mr. Lion. No, I do not see any necessity for it. 

Mr. CutrerrieLD. Do you see any justification after spending money 
with your company they should decide to make another survey and 
spend money on that? Do you feel that it is justified ? 

Mr. Luoyp. No, I do not feel it is justified. Another thing, they 
went ahead and bought all the logging equipment. This was all the 
logging equipment that was purchased. 

Mr. CurrerrireLpD. How much logging equipment was purchased ? 

Mr. Lioyp. $550,000 worth of logging equipment was purchased and 
delivered prior to my departure out there. 

Mr. CutperrteLp. Can you tell us why that was done ? 

Mr. Luoyp. I objected to buying it without the sawmill. 

Mr. Curperrretp. The two are necessary to go together ? 

Mr. Lioyp. You would sort of think so. 

Dr. Morean. This logging equipment is for a 40-foot mill? 

Mr. Lioyp. Oh, yes. It was all designed around 40-foot logs. 
That is what we use in the Northwest and it is the cheapest logging 
in the world. 

Mr. Cutrerriretp. Do you know why bids were submitted after ob- 
jections were made to your specifications ? 

Mr. Lioyp. They had all been sent out already. 

Mr. Currerrietp. They had all been sent out before you received 
any objections to your specifications ? 

Mr. Luoyp. The objections were not strenuous. They were more or 
less—“Wethink.” You know, that sort of phrase. 

Mr. Currerrretp. As a matter of policy, could you advise this com- 
mittee if you feel the ICA obligates funds for projects without know- 
ing enough about them and then later on, realizing the problems they 
face, run into difficulties?’ Have you ever had that experience with 
them ? 

Mr. Lioypv. No; I have not; no. 

Mr. Cutrerrrevp. I think that is all at this time. 

Mr. CarnaHAn. Does the climate out there differ from that in the 
Northwest so that it would modify the operation of the mill? 

Mr. Lioyp. Not a sawmill. 

Mr. Carnanan. Isthis operation seasonal ? 

Mr. Lioyp. You can work the year round. We can log the year 
round except for the typhoon season. Occasionally a typhoon will 
shut you down, but it is a year-round operation. 

Mr. CarnaHan. And how many men would it take to just operate 
the mill, not the logging operation ? 

Mr. Lioyp. We went over that quite carefully, and in our report, 
the grand total of workers is 386. That included the logging and the 
mill operation. I objected strenuously to the Chinese hiring 289 for 
an office force before I left, but I did not get very far. 

Mr. Carnanwan. An office force of how many ? 

Mr. Luoyp. 289. 
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Mr. CurrerrieLp. While we are on the question of personnel, why 
was it necessary to train personnel in the United States to run this 
mill? 

Mr. Luoyp. Well; there are a number of reasons. In the first place, 
they do not have the modern equipment we have and neither do the 
Japanese have this equipment. For example, as you put the log on 
the carriage we use a log turner and a log stop; they do not. 

Mr. Currrerriecp. Could you not have taught them out there after 
the machinery got there? 

Mr. Luoyp. Yes, we intended to do that, but we wanted Americans 
to teach them, and that is why we incorporated in the design the start- 
up stage of 3 months training. 

Mr. Carnauan. What were some of the other operations than just 
the sawing of the logs? Isa kiln required ? 

Mr. Lioyp. No. This was patterned more or less after our green 
fir mills in the Northwest in that we utilized the entire log and the 
main product would be rough dimension, or large-sized green lumber. 

Mr. Carnauan. It would be sold from the mill in that form ? 

Mr. Luioyp. Yes. Some would go through the planer, the 1-inch 
that developed and 2-inch. Slabs and edgings would go into the 
chippers and be chipped. The hemlock would go to the pulp com- 

anies and the fir and the cedar slabs and edgings would go into small 
Seiaueta for fuel. In other words, we had complete utilization. 

Mr. CarnaHan. What do you do with the chips? Do you make 
a chipboard of some kind ? 

Mr. Lioyp. No. We were planning on sending them to the chip- 
board plants or pulp plants. 

Mr. CaRNAHAN. Some place else in Formosa ? 

Mr. Lioyp. Yes. There was going to be a rail extension to the 
plant. 

Mr. CarnaHANn. You make the briquets out of raw sawdust ? 

Mr. Lioyp. Yes, sawdust, and the shavings that developed. 

Mr. CarnauAn. Is making and processing charcoal involved ? 

Mr. Luioyp. No. There is an extensive charcoal process on the 
island made from hardwoods. 

Mr. CarnaHan. The market is for those large sized pieces of lum- 
ber as they come from the mill ? 

Mr. Luoyp. Yes. 

Mr. CarnaHan. What use is that lumber put to? 

Mr. Liuoyp. Mostly construction. 

Mr. CarnaHAn. Did you say that there is, or is not, another mill 
any place in Formosa at the present time which would be comparable 
to this mill ? 

Mr. Lioyp. No, there is no other mill comparable to it. The mills 
were the small custom cutting mills that utilized mostly hardwoods, 
some imported woods from the Philippines and some conifers. 

Mr. CarnauAn. Were they mills that use mechanical sawing de- 
vices? 

Mr. Luoyp. Yes. They were practically all hand mills, by the 
way, but small band mills, 4 to 5 feet, but a few 6 feet. 

Mr. CarnaHANn. By an 8-foot band you mean what? 

Mr. Luoyp. A wheel of 8-foot diameter, the 2 wheels that carry the 
band are 8 or 9 feet in diameter. 

Mr. CarnaHan. How thick a log could be cut? 
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Mr. Luioyp. Well, this particular mill could cut about a 66-inch log. 
It also depends upon the opening of the carriage, but the opening of 
the band is what really determines how big the carriage is. 

Now, the larger logs would either have to be sorted out and sent 
to the peeler plants, or whipsawed, and they had whipsaw facilities 
there. They are expensive, of course. 

Mr. CarnaHAan. What particular objections were raised by ICA to 
the specifications which you submitted ? 

Mr. Luoyp. I doubt whether they knew whether they were adequate 
or not, if you follow me. They just did not know, and they probably 
were afraid for that reason of building something that was not proper. 
I do not know why they went ahead and bought the logging machinery. 

Mr. CarnaHan. What are they doing with the logs they are getting ? 

Mr. Lxoyp. I do not know if they are cutting any logs. 

Mr. Butxock. Mr. Arnold says they are. 

Dr. Morean. I saw a newsreel here about a month ago in one of the 
metropolitan theaters about some of the logging operations going on 
there. 

Mr. Hays of Ohio. You said that you felt that they did not know 
whether the specifications were adequate or not. Do you think some- 
one might have put the idea in their heads they were not adequate? 
Do you have any indication of that # 

Mr. Lioyp. Well, United States Wallboard objected, and also the 
Wheland Co. objected after they found out they were not the low 
bidder. They said they might as well use the package sawmill they 
had. 

Dr. Morean. Where are they ? 

Mr. Lioyp. Chattanooga, Tenn., but they did not make a 9-foot 
band. 

Mr. Hays of Ohio. Do you remember that Mr. Fairhurst wrote a 
letter? I have a copy of it here, and I will quote from the letter as 
this was developed in the little informal hearing that we had. 

As you have perhaps heard, the original invitation to bid was in very vague 
terms and the bid price varied from $206,000 to $925,000. It was therefore 
decided to reject all bids. The present idea is to have prepared plans and 
specifications in order that all bidders will be working against the same specifi- 
eations and plans. 

Mr. Hays of Ohio. I asked Mr. Flesher where the Fairhurst Co. got 
the authority to make that statement. 


Mr. FLesHER. You will have to ask Fairhurst. I do not know. 

Mr. Hays. They are the people you are going to Send out there? 

Mr. FLESHER. We are going to send them out if we can arrive at a satisfactory 
negotiated contract with them. What we are saying is that they are the only 
ones who have shown any interest in going. 

Mr. Hays of Ohio. Do you remember ever hearing about that 
before ? 

Mr. Luioyp. No. That is the first time I heard of that. 

Mr. CarRNAHAN. Did any firms who submitted bids submit more 
than one bid ? 

Mr. Lioyp. Yes. Enterprise entered two bids identical with the 
exception of the percentage commission. United States Wallboard 
submitted 12 bids, of which 6 met the specifications, but were too high. 

Mr. CarnaHan. The question that bothers me is this: Why should 
a concern submit several different bids if they are bidding on anything 
with any definiteness at all ? 
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Mr. Luoyp. I will tell you why U.S. Wallboard did. They misread 
the specification. They thought we had specified 3300 volts for the 
motors and our specifications very definitely said that “power is 220 
a. c. 2-phase to 3,300 a. c. 3-phase, 60-cycle.” 

They misread that and quoted some motors at 3,300 a. c., where most 
of the companies that were within the price range that we had esti- 
mated had 440-volt motors. So did U. S. Wallboard on their bids 
that did meet the specifications. That is why some of their bids were 
high. There was no need of that mistake, because I can read it right 
out of our specs here. Mr. Buchanan gave me this report: 





Plectric motors will operate all machines independently with V-type motor or 
chain where suited. Power to be supplied by the local power company, 220 
a. c. 2-phase to 3,300 a. c. 3-phase, 60-cycle. 

They had a choice. Some of the carriages use 3300, but that was 
a bad mistake on their part. 

Mr. Carnanwan. Were most of the bids on your specifications de- 
signed to meet those specifications or were some of the bids offering 
something else for sale ? 

Mr. Luoyp. Yes. They offered something else. In the case of the 
Japanese they had about 12 resaws. They didn’t meet the specifica- 
tions in many ways. 

Mr. CarnaHan. About how many of the bids were bids on the 
specifications ? 

Mr. Lioyp. Directly on the specs? 

Mr. CaRNAHAN. Yes. 

Mr. Luoyp. The Summit bid $671,656. Their bid was too high. 
They met the specifications in all ways except they had no lathe 
machine, which we would have still accepted if it had been the low bid. 
Enterprise met the specifications in all ways. Salem met the specifi- 
cations in all ways, and U.S. Wallboard in six of their bids. 

Mr. CarnaHan. How many different bidders were there? Several 
were submitted, is that right ? 

Mr. Luoyp. Ten. 

Mr. CarNAHAN. That is all at this time, Mr. Chairman. 

Dr. Morgan. Mr. Merrow. 

Mr. Merrow. Thank you, Mr. Chairman. 

Mr. Lloyd, the J. G. White Co. was employed by the Chinese Gov- 
ernment, was it not? 

Mr. Lioyp. That is right. 

Mr. Merrow. You drew up these specifications, and then did the 
Chinese Government submit these to the ICA for them to use in 
getting bids? Is that the way it worked? 

Mr. Lioyp. They actually submit the bids themselves through the 
committee for United States aid. That is, the Chinese, through their 
Central Trust of China, have a setup to accept bids. 

Mr. Merrow. Did the ICA pass on these specifications before they 
were submitted ? 

Mr. Luoyp. I was assigned to ICA, and so I passed on them. 

Mr. Merrow. You passed on them ? 

Mr. Lioyp. I was working directly under Robert Grant, Assistant 
Director for Industry, and he passed on them, of course, with me. 

Mr. Merrow. There were no other specifications by any company at 
the time ? 
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Mr. Lioyp. No. 

Mr. Merrow. The Enterprise Co. you stated a few moments ago met 
all of the requirements ? 

Mr. Luoyp. Yes. Sodid Salem, so did U.S. Wallboard. 

Mr. Merrow. What were the figures on those? Are they there? 

Mr. Luoyp. U.S. Wallboard’s figures that met all requirements were 
about $703,872. Salem was $ $568,500. That met the requirement; and 
Enterprise was $ $5.50 080. 

Mr. Merrow. $550,580, ¢ and the other was what ? 

Mr. Lioyp. The next lowest was their own bid of $557,062; the next 
lowest was Salem’s at $568,500, and the next lowest that met the 
requirements was $671,656 by Summit, with the exception of a lathe 
machine that might have cost a few thousand dollars. Then the 
next lowest was by U.S. Wallboard at $703,872 

Mr. Merrow. Then in your opinion—lI believe you stated this—the 
contract should have been awarded to the Enterprise Co. and the 
work should have gone on 4 

Mr. Luoyp. That is right; it should have. 

Mr. Merrow. What is your estimate of the standing timber? You 
mentioned a billion feet a few moments ago. Was that conservative? 

Mr. Luioyp. The United States Forest Service placed that stand 
at three billion and a half, approximately, that we were going to open 
up with this logging operation. However, from a practical stand- 
point, I think that that is too high and perhaps it would have been 
better to limit the stand to a billion feet and take that out and replant 
and not try to log the more precipitous slopes. 

Mr. Merrow. Are the conditions such that by reforestation that 
these trees will grow back to that size in 35, 40, or 50 years ? 

Mr. Luoyp. To saw-timber size. I saw Cryptomeria that you could 
not put your hands around halfway in 40 years of growth. 

Mr. Merrow. This is virgin timber ? 

Mr. Lioyp. That is right; a virgin stand, never opened up. That 
is why you have 16-foot trees. 

Mr. Carnauwan. Was the road project a part of the lumbering oper- 
ation ? 

Mr. Liuoyp. Yes. The Chinese had agreed to buildaroad. We had 
agreed to supply them with the machinery necessary for logging and 
for the sawmill. Their part of it was this road, cost around a million 
dollars, United States, and our machinery estimate was $1,100,000. 

Mr. Merrow. When did they start their operation ? 

Mr. Luioyp. Soon after I arrived, because up to that time they had 
not yet decided whether they would use cableways, which the Japs 
had used, and which were very inefficient, or to try to build a road. 

Mr. Merrow. The road is completed ? 

Mr. Luoyp. Yes. Ihave some photographs of it here. 


Mr. Merrow. You said the Chinese went ahead and bought logging 
equipment ? 


Mr. Lioyp. Yes. 
Mr. Merrow. How much was that, now ? 
Mr. Lioyp. They bought about $167,000 worth, or about $180,000 
worth after paying the duties. 
Mr. Merrow. In your opinion that was too much ? 
33414—59——2 
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Mr. Luoyp. It wasn’t necessary, I didn’t think. It also was dupli- 
cating some equipment we had ‘already bought prior to the time I 
arrived out there. Part of that equipment was two portable sawmills. 
We purchased 12 portable sawmills, or ICA did. 

Mr. Merrow. With the logging equipment that had been bought 
prior to the time you went out there, how much more would have been 


necessary, in your opinion, had they put in this integrated mill and 
proceeded to operate ? 


Mr. Lioyrp. ‘The Chinese? 

Mr. Merrow. Yes. If $167,180 is too high, you said they had some 
equipment already. If they had gone on and built this mill, what 
would have been necessary for this logging equipment ? 

Mr. Lioyp. If they had put up the $550,000, they could have gone 
ahead and built the mill themselves. They had $350,000 more appro- 
priated or programed of their own money to buy more equipment, 
logging equipment, and also some other—I don’t know—they were 
going to build a powerplant and one thing and another. 

Mr. Merrow. Then their judgment on the logging equipment was 
certainly wrong, in your opinion, was it not ? 

Mr. Luoyp. Yes; their own equipment. They bought small swing 
donkeys and two other track-type tractors. 

Mr. Merrow. Do you see any necessity for going ahead with any 
more surveys, or have we got all the information that is necessary for 
this situation ? 

Mr. Lxoyp. I certainly think we have enough information. If the 
United States Forest Service are to be trusted—and this is one of the 
nicest jobs they ever did in the world—their estimate of volume of 
timber—and that is what you base your production figures on and 
whether the mill is adequate or too big or too small—their figures are 
certainly to be trusted by one-third, I should imagine. That is cer- 
tainly conservative, anyway. 

Mr. Merrow. Is there any validity to the criticisms or the hesitancy 
in going ahead with this on the basis that the specifications might not 
be adequate? What is the basis for that kind of approach ? 

Mr. Luoyp. I can’t tell you, unless they don’t believe me. I have 
spent my whole life in the lumber industry. For 10 years I was tim- 
berland manager of a mill very similar to this, the Defiance mill. We 
had 2 head rigs, a 12- and 8-foot and 1 large edger, but I have watched 
logs go through that mill for 10 years. I certainly must have learned 
something about it. 

Mr. Merrow. That is all, Mr. Chairman. 

Dr. Morean. Mr. Burleson. 

Mr. Burteson. Mr. Chairman, this is probably not wholly germane 
to our inquiry, but do local Taiwanese own the timber the Chinese 
Government purchases ? 

Mr. Lioxrp. No; 95 percent of the timber is owned by the Nationalist 


Government. This stand is 100 percent controlled by the Nationalist 
Government. 


Mr. Burteson. How did they get it? 
Mr. Lion. Well, it was a national forest under the Japanese. They 


had it for 50 years, of course; and when the Nationalist Government 
took over, hey simply assumed it. 


Mr. Burreson. They took that over, too? 
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Mr. Luoyp. They took over the national forest. 

Mr. Burueson. Then the Nationalist Government will sell the fin- 
ished lumber to private enterprise ? 

Mr. Luoyp. That is right, or to the military; probably the military 
will get most of it. They were the largest users of lumber on the 
island. Ofcourse, housing is very short, too. 

Mr. Burtrson. I suppose that is mostly our own military and our 
housing. 

Mr. Luoyp. That is right; ours and the Chinese. 

Mr. Burteson. That is, the United States Government. 

Mr. Luoyp. There is a lot of Chinese housing. 

Mr. Burteson. That is all, Mr. Chairman. 

Dr. Morean. Mr. Hays. 

Mr. Hays of Ohio. Mr. Lloyd, did I understand you to say they 
are importing lumber at the moment ? 

Mr. Lioyp. Yes. 

Mr. Hays of Ohio. This mill would obviate the necessity for some 
of that importation ? 

Mr. Lioyp. That is right. 

Mr. Hays of Ohio. Had ICA gone forward with this project instead 
of deciding to cancel it and hire somebody to do another survey, how 
far along would this mill have been, in your opinion, by this time? 

Mr. Lioyp. It would have been in production. 

Mr. Hays of Ohio. And we would have been getting lumber there 
that we are now buying and shipping from somewhere else? 

Mr. Luoyp. That is right, about a hundred and twenty thousand feet 
a day on atwo-shift basis. 

Mr. Hays of Ohio. Did you hear anything when you were out there 
about any reason why they might want to have another survey other 
than the fact that they were afraid to go ahead with this? 

Mr. Lioyp. I heard some rumors about the size of the head rig, 
whether it should be 8 feet of 9 feet, but that is about all. 

Mr. Hays of Ohio. Did you hear when you were out there that they 
proposed to hire Fairhurst to do another study of this? 

Mr. Luoyp. It wasn’t my understanding they were to do another 
study. They were to take over the management of this operation. 
That was my understanding. 

Mr. Hays of Ohio. They were going to be hired. Well, then, why 
do you think they didn’t go ahead, even if they were going to do 
that? Why didn’t they go ahead and let the bid to somebody and 
get the mill there for someone to manage ? 

Mr. Flesher told me they were going to do another study first. 
First, they would have a study to decide whether it was feasible. Then 
they would get some new specifications. Then they would let the 
contract and then Fairhurst would manage it. Then, in pinning him 
down he said, “We might adopt the specifications of the bid of the 
Enterprise Co.” To which I said, or Mr. Stamets, or somebody, I 
was reading it here, “That wouldn’t be quite cricket, would it ?” 

Mr. Lioyp. No. You might as well give the bid to the Japanese. 
They would copy it verbatim. They would underbid American com- 
panies. They havea direct pipeline. 

Mr. Hays of Ohio. Did you have an opportunity to read the hear- 


ings of the little conference I had with those people and Mr. Flesher ? 
Mr. Luoyp. No. 
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Mr. Hays of Ohio. You are absolutely convinced without a doubt 
had they accepted Salem or any others that met the specifications 
that they would have been in production now ? 

Mr. Luoyp. Absolutely. 

Mr. Hays of Ohio. Even if they wanted to hire Fairhurst they 
could have hired him to operate the machinery, manage it or go 
ahead and build it ? 

Mr. Lioyp. That is right. We had this scheduled so that the 
logging machinery would arrive in time to start up the mill, or maybe 
a month ahead so we would have a million feet on hand. 

Mr. Hays of Ohio. Was Fairhurst in business in the Far East ? 

Mr. Luoyp. They had been in business in Shanghai, I believe. 

Mr. Hays of Ohio. Did you hear anything to the effect that this 
mill interfered with their business out there ? 

Mr. Luoyp. I don’t believe there was any competition. 

Mr. Hays of Ohio. There was no way this mill could have competed 
with them ? 

Mr. Luoyp. No. American mills are selling out there poles and 
lumber through the military. That is the United States military 
program. The United States military did buy about 10 million feet 
of lumber in the Philippines while I was out there. 

Mr. Hays of Ohio. I don’t think it is fair to ask anyone their opinion 
about something they don’t have facts about, but again I want to stress 
this because I think it is important. Your opinion is the main reason 
they didn’t go ahead was just inadequacy to make a decision down at 
ICA, is that correct ? 

Mr. Luoyp. I would say yes, by and large, that is true. 

Mr. Hays of Ohio. They just could not “decide? 

Mr. Luoyp. It seemed that way. 

Mr. Hays of Ohio. That is what you felt from where you sat at 
Formosa ? 

Mr. Lioyp. That is right. 

Dr. Morean. Do you think they feel they would have a white 
elephant on their hands? Is that what they were afraid of? 

Mr. Lioyp. I wouldn’t want to say as to that. 

Dr. Morean. Mr. Lloyd, do you think the U. S. Wallboard was the 
chief objector tothis? Arethey the ones, in your opinion ? 

Mr. Luoyp. Yes; and Wheland. 

Dr. Moraan. They were the two chief objectors to the specifications ? 

Mr. Lioyp. Yes. In one case the Wheland people thought the mill 
was too large and the other probably thought it was too small. 

a Morean. Do you think they filed extensive objections with the 
ICA? 

Mr. Lioyp. I couldn’t say to that. But we did have some corre- 
spondence indicating that wasso. I received copies from U.S. Wall- 
board. 

Dr. Moraan. You received copies? 

Mr. Lioyp. Yes. They are in the files. 

Mr. Burteson. Mr. Chairman, may I ask one other question ? 

Dr. Morgan. Surely. 

Mr. Burieson. Mr. Lloyd, did you hear of or have any direct criti- 
cism from bidders that your specifications favored any particular 
manufacturer of the auxiliary equipment which you mentioned ? 
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Mr. Luoyp. Absolutely none. 

Mr. Merrow. Did these companies which objected to the specifi- 
cations have men out there surveying the situation ? 

Mr. Luoyp. No. 

Mr. CarnawAan. You still feel that a contract should be let and the 
mill should be gotten into operation ? 

Mr. Luoyp. I certainly do, for the benefit of everyone. 

Mr. CarNAHAN. With the mill in operation would Formosa become 
an exporter of lumber or would they still have to import? 

Mr. Luioyp. They would still have to import. However, there are 
about five other areas on the island that could be opened up very 
similar to this. I believe plans were afoot to build roads into these 
areas when I left. 

Dr. Morean. Mr. Lloyd, you feel definitely if new bids were let the 
Japanese would get the contract ? 

Mr. Luoyp. I certainly do. 

Mr. Hays of Ohio. Mr. Chairman. 

Was the Chinese Government on Formosa anxious to proceed with 
this at all times through their purchasing corporation ? 

Mr. Luoyp. Yes, Central Trust especially. 

Mr. Hays of Ohio. They were very anxious to go ahead ? 

Mr. Luoyp. Yes, certainly. 

Dr. Morean. Mr. Lloyd, Mr. Grant is no longer in Formosa ? 

Mr. Luoyp. No. I understand he has been transferred to Djakarta. 

Dr. Morcan. You say he approved your specifications and every- 
thing before his transfer ? 

Mr. Luoyp. Yes. We worked very close together. Splendidly. 

Dr. Morean. Mr. Carnahan. 

Mr. CarnaHAn. What particular effect would the operation of this 
mill or the development of the lumber industry have on Formosa? 
Is lumber really basic to their economy ? 

Mr. Luoyp. They certainly have housing problems and lumber is 
of course the lowest cost housing material that can be obtained. They 
do have thirteen-odd billion feet of timber which has to be opened up, 
though, by roads if you are going to get cheap lumber. It could be 
one of the leading industries on the island. The island is very similar 
toour Vancouver Island in size and in natural resources. 

Mr. Carnanan. It would add considerable strength to the overall 
economy ¢ 

Mr. Lxuoyp. It certainly would. This mill, of course, would help 
the plywood industry, it would help the pulp industry, and it would 
help the hardboard industry. It would also help the fuel situation, 
which is critical. 

Dr. Morcan. Would it not be feasible to export these logs to Japan 
where they have a going plywood industry ? 

Mr. Luoyp. They have a plywood industry on Taiwan that is des- 
perately in need of logs now. They are bringing them from the 
Philippines and of course the Japanese are also importing their logs 
from the Philippines. They do not have peeler type logs on Japan. 

Mr. Merrow. Do you have an opinion on why this was transferred 
to Food and Agriculture from the other division ? 

Mr. Lioyp. I didn’t know it was transferred. 

Mr. Mrrrow. It was transferred from Industrial Engineering Divi- 
sion to the Office of Food and Agriculture. 
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Mr. Luoyp. I didn’t know that. 

Mr. Carnanan. Where in ICA do you think you would run into the 
objection? In the higher echelons, half-way up, or near the bottom ? 
Where does it meet its diffic ulty ? 

Mr. Lioyp. When I came home on leave in June of 1957, I was 
called into Mr. Sweeney’s office for a discussion on this and I believe 
that is where it originated. 

Mr. Carnanan. In Mr. Sweeney’s office ? 

Mr. Luoyp. Yes. 

Mr. Hays of Ohio. Mr. Chairman, could I ask a question ? 

Dr. Morean. Mr. Hays. 

Mr. Hays of Ohio. What were his objections to it ? 

Mr. Luoyp. Well, he pointed his finger at me and asked me if I was 
a sawmill designer and I said no, that I was not but I had been around 
them all my life and I had built one and I thought I knew something 
about them. 

Mr. Hays of Ohio. Did he give you any indication as to who might 
have put it in his mind to question you ? 

Mr. Luoyp. No. 

Mr. Hays of Ohio. Was this after the bids had been let ? 

Mr. Luoyp. After the bids had been out and evaluated. 

Mr. Hays of Ohio. That is what I mean. The bids had been made? 

Mr. Liuoyp. Yes. 

Dr. Morean. Mr. Lloyd, did Mr. Buchanan make a trip to Taiwan 
after you came back ? 

Mr. Luoyp. I believe so. 

Dr. Morean. Did he have any criticism of your specifications? 

Mr. Luoyp. None whatever. 

Dr. Morean. He is the vice president of J. G. White Corp. ? 

Mr. Lioyp. Yes. No, he had no objections. They had a very fine 
project leader out there at the time, Mr. deBeausset, who was very 
well acquainted with the sawmill industry, having been connected 
with it in India, and he had no objection. He was very careful to 
go over all the specifications with me. 

Dr. Morean. Did you talk to anybody in ICA when you came back 
in June 1957 with the exception of Mr. Sweeney? Did you talk with 
Mr. Flesher ? 

Mr. Lioyp. No. I didn’t talk with Mr. Flesher. 

Dr. Morcan. What is the gentleman’s name that is Mr. Flesher’s 
superior ? 

Mr. Butxock. Mr. Arnold. 

Dr. Morean. You didn’t talk with Mr. Arnold? 

Mr. Luoyp. No. I didn’t talk with Mr. Arnold. 

Dr. Morean. Are there any further questions ? 

If not, thank you, Mr. Lloyd. 

(The following letter was subsequently submitted by Mr. Lloyd 
for inclusion in the record :) 

Fryine L RaAncu, 
Glenwood, Wash., December 3, 1958. 
Dr. THomas BE. Morean, 
Chairman, Foreign Affairs Subcommittee for Review of the Mutual 
Security Program, Washington, D.C. 

Dear Dr. MorGan: In my qualifying opening statement before your com- 
mittee yesterday, I failed to mention that I am the sole owner and operator of a 
2,020-acre Douglas-fir tree farm and the builder, owner, and operator of a 
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25,000 board-feet per 8-hour-day capacity, all-electric sawmill manufacturing 
rough, green Douglas- and white-fir lumber in the State of Washington. 

I have owned and operated logging operations on the tree farm for about 
10 years and built the sawmill 5 years ago. In addition, I have owned and 
operated logging equipment very similar to that purchased with United States 
aid funds for the Ta Shu Shan project on Taiwan. My operations had a daily 
production of 100,000 board-feet of logs and that was the production figure 
we anticipated for the Taiwan equipment purchased with United States aid 
dollars. 


The purchase of additional logging and portable sawmilling equipment by 
the Chinese with their own funds ($167,000 worth, plus $369,800 more pro- 
gramed for 1958) was not according to the project proposal and was contrary 
to the Chinese signed agreement with our United States Government. When I 
raised an objection, my job was abolished. Further objections were made to 
their plan to construct other plants such as a powerplant using wastewood for 
fuel, when all wastewood would be utilized for either chips for pulp and board 
mills or in the manufacture of briquets. 

It has been a pleasure and an honor to have served your committee. 

Very truly yours, 
L. D. Lioyp. 

Mr. Hays of Ohio. Mr. Chairman. 

Dr. Morean. Mr. Hays. 

Mr. Hays of Ohio. Gentlemen, this is Mr. Stamets and Mr. Longa- 
baugh, who are president and sales engineer, respectively, of the 
<nterprise Co., which is in my constituency. I didn’t know either 
one of them until they came to my office to try A find out why they 
didn’t get this bid, or to see if I could find out for them. I have 
seen a good deal of them since then. Also, their company is located 
in the hometown of my district secretary. He knows them quite 
well. They are very highly recommended. 

Mr. Stamets’ father was an industrialist in Pittsburgh and founder 
of the original company, of which Enterprise is a subsidiary. I do 
not know exactly what the corporate structure is. Their sole interest 
with me has been to find out why the low bidder did not get the bid 
and why it was rejected. 

Naturally, of course, basically they are interested in getting busi- 
ness for their company. I can recommend them as being two very 
honorable gentlemen. From all I have ever been able to find out 
about them they have a double-A-plus-100 rating. 

I just wanted to say that before Mr. Stamets testified. 

Thank you. 

Dr. Morean. Thank you, Mr. Hays. 

Mr. Stamets, you are the president of the Enterprise Co. 


STATEMENT OF WILLIAM K. STAMETS, JR., PRESIDENT, 
ENTERPRISE C0O., COLUMBIANA, OHIO 


Mr. Sramets. Yes, sir. 

Dr. Morgan. Do you manufacture sawmill equipment ? 

Mr. Sramets. Oh, yes. Our company had its origin building saw- 
mills, since 1878. We have, I believe, around 4,000 or 5,000 mills out. 
That is over 70 or 80 years. 

Dr. Morean. Mr. Stamets, you are familiar with the specifications 
submitted by the J. G. White Co. for this particular project on 
Taiwan ? 

Mr. Sramets. Yes, lam. We looked them over very carefully be- 
fore making our bid. 
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Dr. Morgan. Your company submitted two bids, I understand. 

Mr. Sramets. Yes. We submitted actually one bid, as far as the 
technical specifications are concerned. We bid it ourselves directly 
and we bid through an agent, our agent, in Formosa. It was our un- 
derstanding that the bids in Formosa required g going through an agent 
over there. 

Dr. Morean. An American or Chinese agent ? 

Mr. Sramets. It is the Chung Teh Co. That is a Formosan 
trading company. I believe it is run by a Chinaman, a German, and 
a, Frenchman, but the three principals in that company are on 
Formosa. That is their main interest. They also represent a couple 
of other large companies in the United States. They represent Loewy 
Hydropress ;Co., and Pittsburgh Plate Glass Co., and a couple of others 
like that. 

Dr. Morcan. Have you ever been on Formosa ? 

Mr. Stramets. No, sir. 

Dr. Morean. You just did business through the agent? 

Mr. Sramets. That is right. 

Dr. Morean. Does Enterprise have any mills in the Orient you 
manufactured ? 

Mr. Stamers. Yes. We have sent two band mills to the Philippines. 
Is that the Orient ? 

Dr: Morean. Yes. 

Mr. Sramets. Then we have two mills apiece. Two recent mills. 
We have more than that, I would say. I don’t have a record with me, 
but I know of another one, around 1950 and I am sure there are some 
before that. Since I have been with the company there are 3 mills 
in the Philippines, 2 band mills, and 1 circular mill. 

Dr. Morcan. Mr. Stamets, as a manufacturer of sawmill equip- 
ment, and you have testified that you are familiar with these specifica- 
tions, did you consider the specifications as adequately drawn? 

Mr. Sramets. Yes, I did. It is probably the most complete speci- 
fication that we ever were asked to bid on, and this insofar as detail 
was concerned, both with respect to logs and lumber, sizes and types of 
logs and supply and the mill products, that is, the specifications of 
the lumber to be produced. They had complete specs on flooring, 
shiplap and all the different finished lumber requirements. Also mn 
addition to that they had a very complete specification on the ma- 
chinery to perform the task. T hey specified the size of the mill car- 
riage, planers, and companion equipment, and all that. 

Dr. Morean. As the low bidder on this particular sawmill project, 
did you receive any word from the ICA as to why your bid was re- 
jected ? 

Mr. Stramets. We have some letters from them. I am trying to 
think if I have any. 

John, do you know if we have a letter on that? I don’t think we 
were told in our hearing. We had a hearing—Do you remember the 
hearing we had in your office, Mr. Hays? 

Mr. Hays of Ohio. Yes. 

Mr. Sramets. In that hearing they indicated that they wanted to 
review, or have the specifications reviewed and they wanted to defer 
making an award. It was possible that an award could be made, but it 
was also possible that they would call for new specifications and have 
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another go-around of bidding. We were never told directly why 
they didn’t give us the contract. 

Dr. Morcan. Was it your understanding that the Fairhurst Com- 
pany was going to be hired to go out and make a new set of specifi- 
cations ? 

Mr. Sramets. Yes. We were informed of that through a number 
of ways, mainly from our agent. We have correspondence from Fair- 
hurst in our files where he has stated that that was his plan. 

Dr. Morgan. It was his plan to go out and make a new set of speci- 
fications ¢ 

Mr. Sramers. Yes, sir. To make a survey of the—Well, repeat 
the entire survey, it looks like, survey the business end of the mill, 
the products to be produced, and the mill plan to be used. 

Mr. Hays of Ohio. Mr. Chairman, I might be able to shed some 
light on this. 

Mr. Stramets. Excuse me. Here isa letter from Fairhurst we would 
like to submit, dated the 14th of June 1957. Is that what you have, Mr. 
Hays? 

Mr. Hays of Ohio. No. 

Mr. Sramets. The last few sentences—may I read the whole para- 
graph ? 

Dr. Morean. Go ahead. 

Mr. Stamets (reading) : 

There has been a great deal of controversy over the bids on the sawmill, 
which is primarily due to the fact that each bidder planned a mill which in his 
estimation was what would be required according to the information given in 
the invitation. The bills varied so much, and the prices quoted covered such a 
wide range that it has brought about a state of confusion. It appears that if 
the particular mill that any one bidder submitted is accepted, the other bidders 
might object because they did not have an opportunity to bid on what was really 
wanted, as proven by the selection of any one particular mill. As you stated 
in your letter, there may be a possibility of clarifying this matter as soon as 
the interested departments, both here and on Taiwan, can come to a meeting 
of minds on the subject. Personally, I feel that the equipment and layout you 
have submitted is very good, and perhaps is as close to what is actually re- 
quired as anything could be. I will have further information very shortly 
and will be pleased to keep in close contact with you and keep you informed. 

Dr. Morean. Whois the letter signed by ? 

Mr. Sramets. Mr. Fairhurst. We have been in correspondence 
with him, after he learned that he would have a position in the matter, 
and then it developed that the bids were going to be rejected and a 
survey would be made by Fairhurst. You can have this letter if 
you want it. In fact, you may have our whole file if you want it. 

Dr. Morean. Allright. 

(The letter referred to is as follows :) 


A. W. Fatruurst Co., Ltp., 


San Rafael, Calif., June 14, 1957. 
Mr. Wm. K. STAMEts, Jr., 


The Enterprise Co., Columbiana, Ohio. 


DEAR Mr. StTaMEts: I regret that I was unable to call on you during my trip 
to Washington, D. C. Unfortunately, I had to fly back directly to appear as 
a witness in a legal case. It is possible I will be returning shortly, and will 
then try to visit your plant, and I would also like to discuss this matter with 
you in person. 

I appreciate the enlightening information you have given me on the aluminum 
carriage. I note that some of this equipment is going into a mill on the west 
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coast. When this mill is in operation, I would like very much to see it, and hope 
that you will see fit to advise me where I can do so. 

It may interest you to know that I have just been advised that the logging 
equipment, on which bids were submitted shortly before the invitation for mill 
bids was sent out, has been properly screened and an award has been made. 
This proves that the project is moving along. 

There has been a great deal of controversy over the bids on the sawmill, which 
is primarily due to the fact that each bidder planned a mill which in his estima- 
tion was what would be required according to the information given in the 
invitation. The mills varied so much, and the prices quoted covered such a 
wide range that it has brought about a state of confusion. It appears that if 
the particular mill that any one bidder submitted is accepted, the other bidders 
might object because they did not have an opportunity to bid on what was really 
wanted as proven by the selection of any one particular mill. As you state in 
your letter, there may be a possibility of clarifying this matter as soon as the 
interested departments, both here and on Taiwan, can come to a meeting of 
minds on the subject. Personally, I feel that the equipment and layout you 
have submitted is very good, and perhaps is as close to what is actually required 
as anything could be. I will have further information very shortly and will be 
pleased to keep in close contact with you and keep you informed. 

Very truly yours, 
A W. Fatrnvurst Co., Lip 
By A. W. FAIRHURST. 

Mr. Hays of Ohio. Mr. Chairman, I might be able to shed a little 
light on this. 

Dr. Morean. Mr. Hays. 

Mr. Hays of Ohio. T have a note in my file that ICA, Mr. Flesher, 
informs me that on January 8, 1957, he cabled the mission in C hina 
stating no bid awards should be made pending a review of the project 
by a management firm. 

Then I have in my file a copy of a letter from Mr. Lloyd saying 
that, on February 18, they had received in China a letter from Fair- 
hurst requesting the data on the mill location, soil bearings, scale 
map of site for the mill and contour. In other words, it didn’t take 
them very long after they turned it down to pick somebody out to do 
the job they wanted todo. I just throw that in for what it is worth, 
because both of these are documented here. 

Dr. Morean. Mr. Chiperfield. 

Mr. Curperrietp. Thank you, Mr. Chairman. 

I believe you have covered the subject very thoroughly. I would 
like to ask one or two questions. 

Mr. Stamets, if I understand you correctly, you were entirely satis- 
fied with the specifications that were prepared and submitted to you, 
were you not? 

Mr. Stramets. Yes, sir. I can produce them if you want them. 
They are quite detailed. 

Mr. Cureprrretp. And you based your bid, which was the low bid, 
on those specifications ? 

Mr. Sramers. Yes, sir. The bids required that we prepare a plan 
with our bid on the dat : submitted in the bid. This was the plan that 
we proposed. We went to considerable work in preparing this. This 
plan complies with the aciiaasiten. Tn addition to that, we submitted 
a very detailed bid, 20 pages long, describing this equipment on this 
plan, all of which ties into the invitation, 

Mr. Cutprerrretp. In other words, Mr. Stamets, you were prepared 
to meet the specifications fully and satisfactorily that were requested ? 

Mr. Stramets. Yes, sir. 

Mr. Curtrrrrieip. And carry out the contract ? 
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Mr. Sramets. Yes, sir. 

Mr. Curprrrretp. In your judgment, of course, then, there was no 
necessity for any other survey to be made? ; 

Mr. Sramets. The first survey was complete, I don’t see how it 
could be improved on. ; ; 

Mr. Curverrretp. You are prepared to go ahead and furnish this 
equipment. You are ready to go into the logging and sawmill busi- 
ness out there in Formosa? 

Mr. Sramers. That is right. I might also add that the logging 
phases of this project had been commenced prior to this. I guess you 
know all about that. 

Mr. Currrrrrep. I have no other questions, Mr. Chairman. Thank 
you. 

Dr. Morcan. Mr. Stamets, do you feel that any of your competitors 
had anything to do with upsetting your low bid with the ICA? 

Mr. Sramets. Not any more than usual. We all have good com- 
petition. Once in a while we hear remarks from competitors that 
are derogatory, but it is our policy to acknowledge competition but 
never discuss it. 

Dr. Morean. Mr. Carnahan. 

Mr. Carnanan. Your company does have a wide distribution of 
mills throughout the world ? 

Mr. Stamerts. Yes. 

Mr. Carnanuan. Do you find there is much difference in the me- 
chanical setup of a mill, whether it operates in one country or another 
country ? 

Mr. Stamerts. In some of the more backward countries they don’t 
have as much automation, as much automatic equipment. That is 
about the only difference. In some countries, backward countries, 
probably one will not submit a plan exactly like this, because they 
wouldn’t have the technical education and the means for service, but 
we feel in this country, in Formosa, first of all there is a college of 
forestry at Taiwan, and they have a number of universities there. 
Their people are well trained in this field. We felt that a modern 
automatic mill was indicated. In fact, that is what was specified. 

To answer your question, there is a little difference. In a back- 
ward country, I don’t think we would offer as automated a mill as 
this. Say we were going to some remote part of Asia, or remote mill in 
South America. 

Mr. Carnanan. Really, it was not any concern of yours to decide 
whether or not the specifications on which you were asked to bid fitted 
the particular situation or not. You were interested in placing a bid 
which met the specifications that were designated ? 

Mr. Sramets. Yes. Also our agent was familiar with the local 
conditions. He wouldn’t have submitted an incorrect bid. I feel our 
agent was close enough to the requirements in that country that had a 
change in specifications been indicated he would have requested them. 

Mr. Carnanan. You believe the specifications, then, did fit the 
needs for the mill in that particular location ? 

Mr. Stamets. Yes, sir. 

Mr. Carnanan. Do you feel that there was any question of your 
ability to meet the specifications? 

Mr. Stamets. Oh, no. We do projects of this type. In our corre- 
spondence we listed a number of plants that we have built, some in the 
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sawmill field, some in the steel industry field, where we have done jobs 
of this scope. We have just finished some jobs almost this size. We 
just finished a job larger than this recently. That has been working 
out very satisfactorily. 

Mr. Carnauan. Do you think the fact that ICA did not complete 
the contract or let a contract was any indication that they were not 
satisfied with your ability to meet their specifications ? 

Mr. Sramets. I think they were satisfied with our ability to do it. 
They never told us that they weren’t. 

Mr. Carnauan. Why do you think they did not go ahead and let 
a contract ? 

Mr. Sramets. That would be a personal opinion. Personally, I 
think that they just erred in judgment. 

Mr. CarRNaHAN. You mean it was an error in judgment on their 
part in not letting the contract? ; 

Mr. Sramers. Yes. 


STATEMENT OF JOHN R. LONGABAUGH, SALES ENGINEER, 
ENTERPRISE CO., COLUMBIANA, OHIO 


Mr. Loncasaucnu. We have that in the record, that the ICA at no 
time questioned our ability to fulfill the terms of the contract. Mr. 
aren stated that and other people in ICA stated that. It is in our 

e. 

Mr. Stramets. That is a matter of a letter. 

Mr. Loneanaucn. Yes. I will look for it. 

Mr. Carnanan. Is it your feeling that ICA just doesn’t want this 
project ? 

Mr. Sramets. I don’t know. I just think they didn’t operate 
intelligently. I feel that when they call for bids and put us to this 
work—had cost our company somewhere between five and ten thou- 
sand dollars to draft this—the money was appropriated, I understand, 
and I feel they should go through with it. We don’t mind losing to 
competition, but we don’t like for everybody to lose. It is very expen- 
sive to prepare this kind of bid and find that for some unknown 
reason the thing is deferred or canceled. 

Our position is that we don’t see the need for the survey. We feel 
we are entitled to the contract, and we feel we have done everything 
from our end to fulfill the requirements of the invitation. 

I can’t give you any real reason why they are not going through 
with it. 

Mr. CarnaHAN. Do you feel any further survey will bring about a 
refinement of what they have asked for? 

Mr. Stamets. No, sir. It is our feeling that this mill is exactly 
what is required. We have been in contact with the people in China 
the Taiwan Forestry Administration people, and they have indicate 
this is what they want. 

Mr. Loneasaucnu. Here is a paragraph from a letter that might 
clarify a question raised earlier which was, when we found out about 
it did we hear from Chung Teh or did we hear of it through the J. G. 
White Co.? This gives the dates. 

Mr. Sramets. Most of our information came from Chung Teh. 
Anything in our records is available to the committee if you want 
our files on this. 
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Mr. Carnanan. That is all. 

Dr. Morean. Mr. Merrow. 

Mr. Merrow. No questions. 

Dr. Morean. Mr. Zablocki. 

Mr. Zas.ocki. No questions. 

Dr. Morean. Mr. Hays. 

Mr. Hays of Ohio. Are you familiar with whether any of your 
competitors’ bids met the specifications ? 

Mr. Stamets. Our agent gave us a full report here. He attended 
the bid opening. I have that with me and I know what it is. Bids 
ran from a quarter of a million to a million dollars. According to 
him, the lowest bids did not embrace all of the equipment. In other 
words, there were deletions in the lowest bids and the high bids were 
rejected from a price standpoint. 

Mr. Hays of Ohio. But the high bids did meet specifications other 
than price? 

Mr. Stramets. Some did, but not all. I know the Japanese bids were 
on a different type of equipment than we build in this country and 
what was specified. 

Mr. Hays of Ohio. Since this bid has been turned down or at least 
no action taken, has Fairhurst contacted you directly at any time? 

Mr. Stamets. Just with this correspondence that was in the process 
of turning it down. This thing developed from March 17 of 1957 
until toward the end of 1957. Our contact with Fairhurst commenced 
in June and terminated in September. 

Mr. Hays of Ohio. What did they tell you when they contacted you ? 

Mr. Sramets. He sounded as though he liked our plan. In fact, he 
said so. ‘The contract would be placed soon. I asked his cooperation 
in any influence he would have in our getting the job. Al indications 
at that time were that we were going to get the job. 

He did suggest that he would be in a position, consulting position, 
in the matter. 


Mr. Hays of Ohio. He told you he would be in a consultative posi- 
tion about who would get the job? 

Mr. Sramets. Yes, in that way, and also I have a record of a con- 
versation with him where it looked like we were getting the job and 
he asked to be in some consulting position to us on the job. At that 
time, I would say he did not know which way the job was going. 

Mr. Hays of Ohio. One other question. Have you or your agent 
been told or any indication made to you that as a result of contacting 
your Congressman you were blacklisted as far as getting any more 
work with him? 

Mr. Sramets. Our Washington representative told us that this mat- 
ter has become a political matter. He has talked with the ICA people, 
and that this matter was labeled political, and that they normally do 
not or have not ever given any contract out that has been, what are 
the words, brought on the Hill, that if a matter became a political 
matter they would not proceed with it. 

Mr. Hays of Ohio. For the sake of the record, if we want to call him 
directly, what is his name ? 

Mr. Stamets. Ed Langan. 

Mr. Hays of Ohio. What is his address? 

Mr. Stramets. Munsey Building. 

Mr. Hays of Ohio. That is all, Mr. Chairman. 
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Dr. Morean. Mr. Stamets, on June 21, 1957, Mr. Lloyd made a visit 

to your company ? 
fr. Stamets. Yes. 

Dr. Morcan. Did he tell you at that time that you were the low 
bidder on this project ? 

Mr. Sramets. He told me we looked real good on it, although I had 
already known we were the low preferred bidder. I had been told 
we were the low bidder from Chung Teh. I have that letter here 
which precedes the date mentioned. I think I can recite that to you. 

Dr. Morgan. Did Mr. Lloyd make his visit to you at your request ? 

Mr. Sramets. I found out he was in Washington and I called him 
on the phone, I think it was in June. At that time he said that our 
bid looked very good and he was going back to the west coast and I 
invited him to visit our plant and look at our facilities, which he did. 
I do not know if he did that while he was employed under the Govern- 
ment or not. I think he probably did that on his vacation because he 
was traveling from Washington to the coast on a 2- or 3-week vacation. 
He had his children and his wife with him, or at least his children were 
with him, asI recall. But I have a letter here from Chung Teh telling 
us we are the low bidder. Here is a letter dated March 25 from 
Chung Teh. 

Dr. Morgan. 1957? 

Mr. Sramets. March 25, 1957. As a result, our bid is the lowest 
of the three submitted for our equipment. There is a lot of detail in 
here. If you want it, you can have it. 

Then proceeding on, we have some more letters indicating that we 
are the low bidder. I do not think I should take your time now. 
They are all preceding June. Here is another statement in an April 
25 letter, “While Salem’s bid”———one of our competitors “while 
Salem’s bid is slightly above ours, their price includes higher engineer- 
ing cost” in other words, their price for the equipment itself is 
lower “but actually it is higher on the overall bid.” 

In our correspondence with Chung Teh we have an abstract of the 
bid dated March 18 which clearly shows we are the low bidder. 

Dr. Morean. Did this bid require that some representative of your 
company would go with the mill 

Mr. Stramets. Yes; we have to send a field engineer over and a 
start-up man for the sawmill and planer, the edger, and I believe 
a trimmer man, 4 start-up engineers, a construction supervisor for 
1 year, and we intended to send a Westinghouse Electric man along, 
too, for their portion of the job. 

Dr. Morean. Westinghouse motors ? 

Mr. Stamerts. Yes, we entered all our electrical equipment with 
Westinghouse. 

Dr. Morean. Mr. Stamets, could you expand any or some of the 
testimony already given by yourself as to why ICA rejected this bid ? 

Mr. Sramerts. I can say it is peculiar. I cannot expand factually 
because I do not know. All I know, it is very peculiar we did not 
get it and we feel we deserved it. Most of the reasons given any 
time we contacted ICA, the reasons they gave us we found to be 
more or less unsound. We could not agree with their reasons. 

For instance, someplace along the line they questioned the ability 
of the engineering firm to prepare the specifications in the beginning, 
which is ridiculous because J. G. White Co. is involved in and are a 
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well-known worldwide professional engineering firm. Practically all 
the statements that were made did not seem to—I just could not 
agree with them. Do you recall some of the others, John ? 

Mr. Zastocki. Mr. Chairman, could Mr. Stamets tell us this? How 
many times have you contacted ICA for an explanation ¢ 

Mr. Stramets. We contacted them by letter 2 or 3 times. We were 
here in Washington last May a year ago. I believe we were here once 
since then. a 

Dr. Morgan. Who did you talk with in ICA ? 

Mr. Sramets. Mr. Flesher and Mr. Arnold. 

Mr. Loneasauau. A lot of people. 

Mr. Sramets. We had an investigation or informal hearing with 
Mr. Hays that he conducted in his office and our Washington repre- 
sentative has contacted the ICA. We have since acquired a Wash- 
ington representative, not for this matter particularly, but we find 
that in Government work now we want to make sure our position is 
followed up actively. So we have engaged Mr. Langan we spoke of 
to represent our company as an employee in administrative matters 
in Washington. 

Mr. Hays of Ohio. Could I add something which might clarify 
it? Iam quoting from a letter from Enterprise Co. to me, dated May 
26,1958: 

Your arrangement for me to meet with Charles F. Hughitt, Director of Gen- 
eral Industrial Equipment and Components Division, United States Department 
of Commerce, to discuss the Formosa job is sincerely appreciated. Hughitt 
told me he did not know anything about the Fairhurst Co. or their interest 
in this matter. He said he was sending specifications covering this job by 
EK. H. Arnold of the ICA with the request that he review their specifications 
and report on their suitability. He told me he could not see anything wrong 
with the specifications but he said he was doggone fast in sending word back 
to the ICA that it was not his position to review the specifications inasmuch 
as he does not have the technical personnel to handle such matters. He said 


it looked to him like the ICA had a hot potato and was trying to dump it into 
the lap of the Commerce Department. 


May I interject, the hot potato being that not only I but Senator 
Bricker and Senator Lausche had intervened in this matter request- 
ing from them an explanation of why they had rejected this. 

As a result of some dealings Hughitt has had with ICA in the past he wasn’t 
about to be their whipping boy. 

Dr. Morean. Who is Mr. Hughitt? 

Mr. Hays of Ohio. He is the Director, General Industrial Equip- 
ment and Components Division, Department of Commerce. 

Mr. Zastocki. Mr. Stamets, you say the only conclusion you could 
come to was that the ICA had exercised poor judgment. Did ICA 
ever admit that? 

Mr. Stamets. No, they have not so far, but I think it is quite clear 
from the record. 

Mr. Zaxnvockt. If not directly, has ICA implied that it tried to get 
out of it or does it stand by its guns? 

Mr. Sramets. They talk of a new survey and sending a new team 
over. I think one of the better arguments they advanced was in the 
past they set up foreign aid where equipment has gone out and it was 
not operated intelligently. So they wanted to make sure the people 
receiving this really needed it and also that they were fully informed 
in its operation before they started up. 
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That is a true statement. I concur with that. But in our specifi- 
cations for this job we had that very point covered. That was part of 
the invitation, that we send start-up supervision with the equipment, 
which we, of course, were doing, and the construction engineer for 
the 1-year period was included. So those items were ishinett ately re- 
duced to a fact that was already in the bid. 

I say in all their discussions with us they brought up arguments 
that were inconsequential, things that were actually in the bid, that 
were already established. The fact that the specifications were not 
adequate was another of their arguments. We maintain they were. 

Mr. Zasiockt. Since you volunteered to say it was poor judgment 
on the part of ICA that it did not award the bid to your company, 
would you agree or comment now that ICA has multiplied its poor 
judgment by permitting it to get as far as it did? 

Mr. Sramets. I think so, because it is my information that the 
logging phase of this job has already proceeded, and they have felled 
trees—this is what I hear from our agent now—they have placed con- 
tracts for logs, and they have no way of milling them. They have 
actually harvested logs and not been able to mill them. 

Meantime, they have canceled lumber contracts and they have no 
way of getting lumber at the moment. 

Mr. Hays of Ohio. Before you came in, the previous witness, a for- 
ester out there, showed us pictures of acres of logs lying on the ground 
that they cannot saw up. 

Mr. Sramets. I always felt, because of the war situation over there, 
one reason we did not pursue this so much, I thought there might be 
some high-level State Department thing in this, something beyond 
our activities, that we would be involved in. I felt that maybe there 
was some very high level thing that required the ICA not to proceed 
with this contract. I always had that in the back of my mind as being 
one possible reason that this was not going through. 

Mr. Hays of Ohio. If you yield, I think I can shed some more light 
on this from a letter sent to Senator Lausche back in August 1957. 
The whole thing is available for the record, but I will read the perti- 
nent paragraphs. 

Mr. Sweeney stated that he recognized the Enterprise Co. as being financially 
responsible and capable of producing equipment such as will be purchased by the 
Central Trust of China through ICA financing. In short, there was not any 
question in his mind regarding the ability of the Enterprise Co. to satisfy the bid 
requirements. 

It is the opinion of Sweeney and his superiors that Invitation US-183D must 
be canceled. * * * 

When asked if he could show wherein either our proposal or drawings failed 
to satisfy their needs or requirements, Sweeney said he could not, but that his 


superiors have made up their minds to cancel the invitation, and nothing can be 
done. 


This is the important thing in my mind. 


It is the intention of ICA to obtain a management consultant who will review 
the proposed location for the sawmill on Taiwan as well as the requirement. 
Then, a new specification will be written— 


Here is the key sentence— 


Because the Enterprise proposal is complete and covers so well the items needed, 
Sweeney said this information— 


The Enterprise’s information— 


would be used in writing the new specifications. 
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Mr. Stramets. That was another thing. They are going to use our 
work here to actually prepare the new spec. 

Mr. Hays of Ohio. Naturally Senator Lausche sent this file to me. 

Mr. Zasiocki. I move the entire correspondence be made part of 
the record so we will not in the future be accused of taking excerpts out 
of context. 

Mr. Hays of Ohio. I read it through from the beginning to where 
I stopped without excerpting it. It is quite voluminous. 

Dr. Morcan. Without objection, it is so ordered. 

(The correspondence referred to is as follows :) 


THE PNTERPRISE CoO., 
Columbiana, Ohio, August 19, 1957. 

Subject: Central Trust of China Invitation US-183D, Enterprise Co. Proposal 

EE-1535-Rev. 1b; sawmill (complete) and Woodworking Equipment for 

Taiwan. 
Hon. FRANK J. LAUSCHE, 

United States Senate, 

Washington, D.C. 


My Dear Senator LAUSCHE: Mr. Ray M. White’s willingness to assist the 
Enterprise Co. to obtain from the International Cooperation Administration 
(ICA) the truth on why Enterprise (the low bidder) cannot be awarded the 
contract is sincerely appreciated. 

Enclosed is the report requested by Mr. White on my conference August 13, 
1957, with Mr. W. F. Sweeney, and August 14, 1957, with Mr. Edwin H. Arnold 
of ICA. In addition, I have taken the liberty of enclosing other information 
which we felt might be beneficial to you in this matter. 

The firm indicated on page 2 of my meeting with Messrs. Arnold and Flesher 
August 14, 1957, as desirous of becoming a management consultant, in their 
letter of May 29, 1957, addressed to our Mr. Wm. K. Stamets, Jr., on the above 
subject, made the following noteworthy statement: 

“I must say that the mill you submitted covered all items which they re- 
quired, and it should adequately take care of the present need for such a plant.” 

People in Washington with whom we have discussed this matter feel as the 
enclosed reports indicate that the Enterprise Co. is the most qualified firm to 
receive the subject contract; also, that we are being discriminated against. No 
one can understand why the ICA is so anxious to cancel our bid. Any assistance 
you can give us in this matter, either to obtain the contract or to truthfully know 
why we cannot, will be sincerely appreciated. 

The taxpayers, we presume, will benefit if you or any other Members of 
Congress look into this questionable situation. We of the United States of 
America cannot afford to have the ICA spend money for sawmills or any other 
equipment and then leave it to rust in packing cases. As Mr. Sweeney told me 
August 13, 1957, this situation occurred when ICA purchased the sawmill for 
Iran. 

Thank you again for the interest you have shown and the service given to 
us by your office. 

Sincerely yours, 
THE ENTERPRISE Co., 
JoHN R. LONGABAUGH. 


THE ENTERPRISE Co., 
Columbiana, Ohio, August 13, 1957. 


CONFERENCE REPORT 


Person(s) : Mr. W. F. Sweeney, Technical Services, I. C. A. 

Subject: Central Trust of China invitation US-183D: Enterprise Co. Proposal 
EE-—1535—Rev. 1b; Sawmill (complete) and Woodworking Equipment for 
Taiwan 

Mr. Sweeney stated that he recognized The Enterprise Co. as being financially 
responsible and capable of producing equipment such as will be purchased by 
the Central Trust of China through I. C. A. financing. In short, there was not 
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any question in his mind regarding the ability of The Enterprise Co. to satisfy 
the bid requirements. 

It is the opinion of Sweeney and his superiors that Invitation US—183D must 
be cancelled. They say those whom Enterprise underbid contend their prices 
were higher because the specifications were loosely written and ambiguous, 

(Enterprise management does not believe specifications were loosely written 
and ambiguous. See 2nd paragraph Enterprise letter 6-22-57 to ICA (copy 
enclosed). Specifications were eight (8) pages long and covered every item of 
equipment and conditions required. ) 

When asked if he could show wherein either our proposal or drawings failed 
to satisfy their needs or requirements, Sweeney said he could not but that his 
superiors have made up their mind to cancel the invitation and nothing can be 
done. 

It is the intention of I. C. A. to obtain a Management Consultant who will re- 
view the proposed location for the sawmill on Taiwan as well as the requirement. 
Then, a new specification will be written. Because the Enterprise proposal 
is complete and covers so well the items needed, Sweeney said this information 
would be used in writing the new specifications. 

(We (Enterprise) consider this one of the main unfair features of the way 
which ICA is administering the procurement. We went to considerable work in 
detailing our bid and proposed layout. Our proposal was in accordance with 
the specifications and while it was more detailed, it was done so in order to 
satisfy the bidding requirements as we understood them. We would prefer 
that this information be,limited to Invitation US—183-D only. 

(Further, we of Enterprise do not feel anything further will be gained by 
I. C. A. if the Taiwan job is readvertised and we are forced to bid against our 
own detailed proposal. Also it is unfair that Enterprise Engineering, saw- 
milling experience, and the detailed pricing listed in our proposal are now to 
be made available to our competitors who will use this information to bid 
against us. 

(Enterprise is entirely capable of offering a different array of sawmill equip- 
ment. Our designs range from small portable circular mills to the very heavy- 
iest of industrial sawmill machinery.) 

Specifications contained in Inv. US-183—D were written by an engineer. But 
according to Sweeney, the engineer never worked in or around a sawmill in 
any capacity; hence it would be impossible to build a satisfactory sawmill to 
his specs. 

(We are informed by our agent on Formosa that Mr. Leslie Lloyd of J. G. 
White Engineering Co. and his associates were instrumental in writing these 
specifications. We disagree with Mr. Sweeney’s opinion that they are not fa- 
miliar with sawmilling. Mr. Lloyd during the approximate period of 1945-50 
worked as a sawmill engineer for the Defiance Mill Co., Ruskin Way, Tacoma, 
Washington, and has since had an interest in one or more mills operating in 
Washington and Oregon.) 

To assure the U. 8S. Government of getting a sawmill which will satisfy the 
intent of I. C. A. in its cooperative effort with the Nationalist Chinese Govt., 
I. C. A. feels they must first obtain the services of a Management Consultant. 
New specifications will be written and someone will be retained to design the 
proper sawmill and equipment for Taiwan. Those employed for the work 
will not be either sawmill builders or users. I told Sweeney it sounded like 
they are back tracking and would undoubtedly be repeating the original specs. 

I asked Sweeney why five months’ time had been allowed to elapse between 
the bid opening March 18 and their decision to me at this time to readvertise 
the job. He said Mr. Lloyd of J. G. White Engineering Corp. should never have 
told Enterprise we were the low bidder. I told Sweeney we did not get this 
information from White. We got it from our agent, The Chung Teh Co., P. O. 
Box 258, Taipei, Taiwan. Mr. Lloyd called at The Enterprise Co. June 20 
to see Mr. Wm. K. Stamets, Jr., Chief Engineer, and assured himself that we 
have the technical ability, facilities, and financial responsibility to handle the 
subject project. 

According to Mr. Sweeney, the last paragraph, page 1 of my Summary Re- 
port on “Central Trust of China Inv. US-183D, 3-18-57”, is incorrect. Mr. 
Sweeney told me J. G. White Engineering Corp. is employed by the China U. 8. 
Administration (CUSA). White Engineering advise CUSA who report to the 
Mutual Security Mission of China (MSM/C). They, in turn, act as liaison 
between the Chinese Government and I. C. A. 
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Sweeney never accounted for the five (5) months’ delay other than to say 
he knew last January Inv. US—183D would by cancelled; also, that this project 
will be held in abeyance until I. C. A. is sure the timber will be managed by the 
Nationalist Chinese Govt. rather than the Taiwanese who have controlled it. 
The Taiwanese, he said, are irresponsible and unqualified for I. C. A. assistance. 

Sweeney indicated that much of the timber found on Formosa would be 
hard woods, one type of which is exceptionally fine. It is comparable to Cali- 
fornia redwoods; during the war the Japanese cut as much of it as possible, 
sending it to Japan. In general, the varieties of timber are as stated in Inv. 
US-183D. 

Sweeney regretted that we have been extending our bid, bid bond, and per- 
formance bond to our agent in China at the request of The Central Trust of 
China and said he would send a cable to Central Trust of China today telling 
them of I. C. A.’s decision to readvertise the job. Also, Sweeney said he would 
write a letter to Wm. K. Stamets, Jr. telling him of I. C. A.’s decision in this 
matter. 


THE ENTERPRISE Co., 
Columbiana, Ohio, August 14, 1957. 


CONFERENCE REPORT 


Person(s) Messrs. Edwin H. Arnold, Deputy Director for Technical Services, 
and C. W. Flesher, Assistant Deputy Dir. for Tech. Services. 


Subject: Central Trust of China Invitation US-1838D. Enterprise Co, Proposal 
EE-1535-Rev. 1b; Sawmill (complete) and Woodworking Equipment for 
Taiwan. 

Mr. Arnold had a prepared letter (copy enclosed) which he had written to 
Mr. Wm. K. Stamets, Jr. He said he wanted to read this letter to me because 
he felt it would clarify I. C. A.’s position regarding Inv. US—183D and answer my 
questions. Obviously, this was the letter which Mr. Sweeney told me yesterday 
he was going to write. 

Arnold reiterated Sweeney’s remarks about cancelling the bids, said a man- 
agement team would be sent to Taiwan to make a thorough study of the project 
and develop information regarding the requirements so that new specifications 
could be written covering them. 

I asked why after allowing this job to lay around for five (5) months, the 
I. C. A. has suddenly decided to cancel the invitation. If a management team 
is necessary to make a survey, why wasn’t it made before the job was put out 
for bids. I stated this action is unfair and a hardship on The Enterprise Com- 
pany for the following reasons: 

1. The end of each month since the bid opening March 18, 1957, our agent, 
The Chung Teh Co. of Taiwan, has on request of The Central Trust of China, 
asked Enterprise to extend the bid and performance bonds and to maintain 
prices for another thirty (30) days. Chung Teh Co. said they have been ad- 
vised by The Central Trust of China that Enterprise is the low bidder. They 
say the contract is being held in abeyance while I. C. A. goes through the 
formality of appropriating the funds and that this final action is expected 
momentarily. 

2. Being tied up this way has been costly. Work has been scheduled in our 
Engineering and Production Departments so that we could swing into this job 
this fall. Actually, we are doing some engineering work at this time. To 
arrange our work load to accommodate this job, Enterprise has, of course, been 
forced to pass up other jobs. Now, if the bids are cancelled, we will be forced 
to curtail our operations and lay men off. 

3. The Enterprise Company is the recognized low bidder. Should these bids 
be cancelled and the job readvertised, our competitors knowing our proposal and 
prices, since it was a public bid opening, will, of course, be bidding directly 
against us. 

(I say we are the recognized low bidder because of the report from our 
agent. Also, we have been contacted by firms all over the U. S. A. about this 
job. One of these firms is offering to act as a Management Consultant. They 
have offices in New York, N. Y., Washington, D. C., San Rafael, Calif., and 
Hong Kong. The office in Hong Kong, we understand, sells lumber although 
the company does not own or operate sawmills. Enterprise feels the U. S. tax- 
payers can be spared this needless expense. Our engineers are capable of pro- 
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ducing the equipment necessary to satisfy the requirements of the job. For the 
installation we have the assistance of The Westinghouse Electric Corporation 
who will supervise the installation of all electrical equipment. Installation of 
the sawmill and other mechanical equipment is to be supervised by our Chief 
Engineer with the assistance of our engineers and several professors from the 
College of Forestry, State University of New York, at Syracuse University. 
Buildings will be designed by a registered civil engineering firm.) 

Mr. Arnold remarked to Mr. Flesher that it was unfortunate that we had 
learned we were the low bidder. He said Mr. Lloyd of the J. G. White Com- 
pany gave us this information and they had no business doing so, that we 
should have been kept in the dark until after I. C. A. approved the project. I 
told Mr. Arnold that our agent, The Chung Teh Co. advised us we were the 
low bidder shortly after the opening March 18, 1957. Also, that it was a long 
time after that (June 21, 1957) when Mr. Lloyd at the invitation of Mr. Wm. K. 
Stamets, Jr., our Chief Engineer, came to The Enterprise Company to review 
our facilities. 

Mr. Flesher asked why Enterprise proposed a Band Mill for Taiwan in pref- 
erence to a circular mill. 

(We proposed the Band Mill because page 3 of the specifications calls for a 
9-foot band mill.) 

Flesher said only a circular mill could be used when cutting hardwoods and 
that this would eliminate the need for a carriage. I told him that circular saw- 
mills with a top saw were usually made and sold in Germany or other European 
countries. Further, that this type of sawmilling has not been found practical 
in the U.S. A. 

(Where logs are of little value and of moderate or small diameter (60-in.) a 
circular saw may be substituted for the bandsaw. Since specs. indicate logs 
larger than 60 inches in diameter are to be cut, this mill cannot be used. Dis- 
advantages of the circular saw are: 

(1. The serious waste into sawdust because of the wide kerf of a circular saw 
which is from %g to % inch whereas the band saw kerf is \% inch or less. This 
means a loss of from 10% to 13% of lumber. 

(2. Large logs must be sawn up in wasteful ways because of the limitation of 
the circular saw. 

(3. The rear side of the circular saw mars the lumber requiring about %¢, inch 
greater allowance for planing to a given side. 

(4. Grade lumber could not be produced in the way Flesher planned to use 
the mill.) 

The circular mill does not eliminate the carriage as Flesher thought. 

Mr. Flesher indicated Gang Saws were being considered for use on the For- 
mosa job. I told him these mills are used with band mills in the U. S. A. to saw 
the cants. The cant is the heartwood remaining after the grade lumber is cut 
off on the Band Saw. 

(Gang mills as used in some foreign countries are not practical because: 

(1. They are restricted to smaller log sizes. Hence, they could not cut the 
larger logs for which the mill is needed on Formosa. 

(2. Grade lumber cannot be produced since the log cannot be rotated between 
cuts to present the most favorable sawing positions. It is impossible in this 
manner to cut the higher grades of wood which surround the heart of the log 
without getting the inferior wood in the center of the log.) 

Band Sawmills are in operation all over the world by Enterprise and others. 
In the last year and a half Enterprise has shipped two Band Mills to the Philip- 
pines. These Band Mills are cutting various hardwoods, i. e., oak, cherry, hard 
maple, etc. They handle logs up to 150 in. in diameter. Circular mills with 
top saws generally can only handle logs up to 60 in. in diameter. 

Mr. Flesher said he guessed a Band Sawmill could be used since they only 
have soft pine on Taiwan. This statement is contradictory to the specifications 
in Inv. US-183D and the information Mr. Sweeney gave me yesterday. 

(Specs. say that contemplated sawmill on Taiwan will be used to cut the fol- 
lowing: Cypress, hemlock, spruce, fir, pine, cedar, juniper, and a variety of 
hardwoods. ) 

Mr. Arnold asked how many companies in the United States could give them 
a complete sawmill plant such as they desire for Taiwan, and requested in their 
invitation. I told him only a few companies, possibly one or two besides Enter- 
prise. This, I explained, accounts for the wide spread in prices quoted for 
various items by bidders. The majority of firms who quoted only make a 
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limited line of products. For example, there are firms who quoted which only 
make Band Mills. To complete their bid these companies are forced to contact 
firms which make the other items and arrange to buy their products on a jobber 
pasis. Hence, these items are marked up for resale and the U. 8. Govt. pays 
more in dealing with them than by dealing directly with manufacturers such 
as Enterprise. 

(Low bidders did not offer the complete specification, we understand. Some 
could not furnish the 9-ft. headrig specified, but offered a smaller one instead. 
Others, left out essential equipment such as the Briquetting plant.) 

Asked Mr. Arnold if he could tell me wherein the proposal Enterprise sub- 
mitted fails to meet the needs and requirements for a sawmill on Taiwan. In 
addition I pointed out that in the event there are some differences, we as the 
low bidder were prepared to negotiate them on award of the contract. In this 
manner much time and expense will be saved the U. S. taxpayers. I pointed 
out that since they have the breakdown by bids and know the high quality of 
equipment which we propose as compared to other companies, plus our ability 
to give I. C. A. the package type of deal they desire, it is certainly in the best 
interest of good Government and economy to give Enterprise the contract. 

Mr. Arnold said it was not his decision to hire a Management Consultant and 
send a Management Team to Taiwan to investigate the matter and that for all 
he knew they might be in Taiwan now. That’s the way things stand and The 
Enterprise Co. will have to wait until the Taiwan job is readvertised. 

Since Mr. Sweeney told me yesterday he plans to go to Taiwan in six weeks 
to review the sawmill project, it is inconceivable that Mr. Arnold, who is 
Sweeney’s superior, would say his Management Team could be over there now. 
The enclosed copy of the letter Mr. Arnold wrote Aug. 14, 1957, telling of my 
conference with Mr. Sweeney Aug. 13, 1957, indicates that Mr. Arnold is cog- 
nizant of Mr. Sweeney’s activities. Is it possible that the U. S. taxpayers are 
paying to have several Management Teams visit Taiwan on the same matter? 

In conclusion, I would like to point out that I had numerous questions which 
went unanswered because I was ushered into this meeting and out again as 
quickly as possible. My last several questions were answered by Mr. Arnold 
as he stood behind his desk bidding me good-bye. 





THE ENTERPRISE Co., 
Columbiana, Ohio, June 22, 1957. 


Subject: Central Trust of China Bid Invitation US-183—D due March 18, 1957. 
Our Proposal KK-1535-Rev. lb. One Complete Sawmill Plant for Taiwan 
Forestry Administration, Taipei, Taiwan. 

INTERNATIONAL COOPERATION ADMINISTRATION, 

Washington 25, D.C. 


(Attention: Mr. Hollister, Director.) 


GENTLEMEN: Along with other responsible United States manufacturers of 
sawmill machinery and equipment we are extending bids on the subject invitation 
until June 30. Unfortunately, we are now informed that your organization is 
not recommending an award even though acceptable bids for the project were 
received. We think for the reasons outlined below this is unfair and that posi- 
tive action should be taken immediately. 

The bid invitation included sufficiently detailed specifications for experienced 
sawmill manufacturers to make suitable offerings. This fact was substantiated, 
we understand, in an unclassified report by your technical consultants, the J. G. 
White Engineering Co., New York and Taipei, who incidentally are also recom- 
mending that an award be made. Important dimensions such as headrig size, 
carriage length, log sizes, production rates, electrical characteristics, planing 
mill requirements, etc., were clearly set forth in the invitation. The argument 
that the specifications were inadequate, therefore, is unfounded. 

While several acceptable bids in the price neighborhood of the Government’s 
estimate were received, the spread of bidding ranged from $206,000 to $925,569. 
It was reported that the lowest bidders either did not meet the specifications or 
made omissions. Furthermore, the higher bidders did not choose to meet the 
specifications, but elected to exceed them unnecessarily. The acceptable bids 
were relatively close, were reported very near the Government’s estimate, and 
were therefore competitive. 
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Since the bidding is now public information, we think it is quite unfair 
both to us and the other bidders to readvertise this project. Such a procedure 
would tend to foster estimates based on outguessing rather than on engineering 
methods. The Government, then, would be taking an unfair advantage in a 
situation which itself had created. As considerable unrewarded time and effort 
went into the preparation of the original proposals, it is only fair that an award 
be made to one of the acceptable bidders, assuming of course that the entire 
project remains scheduled and approved. 

A copy of our proposal to Central Trust of China on CTC form invitation, 
bid and contract is enclosed for your ready reference. In this please note we 
are offering to perform all engineering and build the equipment in accordance 
with the specifications. The engineering “A” costs refer to the specification “A” 
on page 5 of the invitation and the time requirements on page 7. Our initial 
bid in the form of a cable to Trustpur, CTC, Taipei, March 16, was similarly 
phrased. An error regarding engineering services extension appeared on the 
last page of our detailed proposal, which caused a misinterpretation. This has 
since been corrected with CTC and J. G. White by our letters of June 19 and 21 
respectively. Also, our proposal includes the furnishing of a power substation 
as specified, which has been deleted at $12,559 according to our March 19 letter 
and March 21 cable to CTC. This results in our being the low acceptable bidder 
for the project either directly or through our agent, Chung Teh Co., Ltd., Taipei. 

Mr. L. Lloyd of J. G. White Engineering Co., visited our plant June 21 and 
surveyed our facilities and the equipment we build. It is our understanding 


that his organization approved our proposal and will recommend that it be 
considered for award. 


Very truly yours, 
M. K. Stamets, Jr., Chief Engineer. 





INTERNATIONAL COOPERATION ADMINISTRATION, 


Washington, D. C., August 14, 1957. 
Mr. Wir11aM K. STaMets, Jr., 


Chief Engineer, The Enterprise Co., 
Columbiana, Ohio. 

Dear Mr. StaMets: Thank you for your letter of June 22 regarding a bid 
invitation for a complete sawmill for Taiwan. 

This sawmill was to be purchased and erected to aid the Nationalist Chinese 
Government in the development of the Ta Shu Shan Forest area. Subsequent 
to the bid invitation, it was decided that a management team would be sent to 
Taiwan with the objective of making a thorough study of this project and de- 
veloping information on which a new set of specifications will be prepared re- 
flecting all of the essential requirements. It was further decided that we would 
withdraw the invitation and defer purchase until the report from the manage- 
ment group is received. 

Inasmuch as it is not the intention to readvertise under the same specifications, 


it is believed that the objections stated in the fourth paragraph of your letter 
will not be pertinent. 


Your Mr. John R. Longabaugh talked with a member of my staff on August 13 


regarding this matter. Mr. Longabaugh was informed of our position and the 
reasons for the withdrawal of the invitation. 


Your company will be given an opportunity to bid on the new specifications 
when they are issued. 


Sincerely yours, 
Epwin H. ARNOLD, 
Deputy Director for Technical Services. 

Mr. Carnanan. Mr. Stamets, have you had other jobs that have 
been handled by ICA ? 

Mr. Sramers. No, sir. We have done Government work for the 
Air Force and other agencies, but not ICA. 

Mr. Carnanan. In your opinion, this contract would not have been 
let, regardless of who the low bidder would have been ? 

Mr. Sramets. I cannot answer that. 

Mr. CarNauan. In your opinion? 
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Mr. Sramets. I do not know. All I know is we were not the pre- 
ferred bidder by the people in position to let the contract. If some- 
body else was the low bidder, maybe it would have been placed. I 
cannot make a statement on that. I will tell you my own feeling. 
My own feeling is if one of the other companies were low, the con- 
tract might have gone through, but that is—I think we all in business 
understand those feelings; we always think competitors have a better 
“in” than we do. 

Mr. CarnauaNn. Then you are not completely convinced that some 
high level policy really stopped the project ? 

Mr. Sramets. No, but that was one admissible reason for stopping 
it. We felt that we could only pursue it so far. 

Mr. Carnanan. Is it your feeling that the project will be carried 
forward and that eventually the plant will be built ? 

Mr. Sramerts. I had that feeling a year ago, but I do not today. 
Today I think it has been dragged out so long that it might just go in- 
definitely now. 

The military situation has changed over there, as you know, and that 
might have an influence on it now. If that had no influence on it, I 
would say that the thing will go through because it is needed. 

Mr. Carnanan. That is all, Mr. Chairman. 

Dr. Morgan. Mr. Zablocki. 

Mr. Zasvtockt. Could you confirm that in making a survey of the 
forestry situation in Taiwan every tree was photographed and the sur- 
veys and studies were more thorough than any we have contemplated 
in the United States? Have you any information on that? I un- 
derstand that is a little removed from the immediate subject matter 
we are discussing. 

Mr. Sramets. I said in the beginning that the invitation, the specifi- 
cations, which included the logs and quantity of logs, types, was the 
most complete specification that our company has ever bid on or has 
ever seen in a sawmill project. 

Dr. Morecan. It was brought out by the previous witness. 

Mr. Hays of Ohio. If you will yield, the previous witness said, I 
think I am quoting correctly, this is one of the most comprehensive 
jobs the United States Forestry Service has ever done. He said noth- 
ing about photographing. Those are his words. 

Mr. Zapnvockt. I am sorry I was late, Mr. Chairman. I will read 
the transcript. 

Mr. Hays of Ohio. That point deserves reemphasis. 

Mr. Sramets. This is very detailed. It gives quantity of lumber 
or logs and type, tells exactly what the equipment is to be, what pro- 
duction is to be. Here is a drawing submitted with the invitation, 
showing exactly what they wanted, flooring, ceiling, stepping, ship- 
lap, siding. It is all spelled out. Any responsible bidder of sawmill 
machinery could interpret this and arrive at a proper bid from the 
equipment he has. I would say almost any, well, any sawmill bidder 
that is responsible in this field could take this data, the data submitted 
here in the way of logs and the production requirement, and arrive 
at a mill plan and bid. 

Mr. Carnanuan. Why do you feel there were a half dozen or more 
ae bids submitted by one concern, if the specifications were 
definite ? 
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Mr. Sramets. We only bid on one array of equipment. True, we 
have two bids in there. T might amplify that. We Laws two bids, be- 
cause we had no control of our absolute bid that our agent put in. It 
is our practice in a job like this to bid through the agent, but also bid 
direct to prevent him raising the price. We allow him a commission, 
and we want to prevent his raising the price and adversely affecting 
our bid. For that reason we put in a multiple bid. We put in our 
direct bid which requires that the price be at a certain point. Then our 
agent puts in a bid at the same or a little less, and his compensation 
comes from his commission, but this destroys any possibility of our 
agent hiking up our bid and reducing our possibilities of getting the 
job. We have two bids in, but those bids are both on the identical 
equipment. 

There are a couple companies, I understand, that have bid an array 
of bids in all types of equipment, and I do not see where that is called 
for in the invitation. 

Further, the company that did that has made a practice of doing 
that in the past. It is what you would call a shotgun approach to the 
job, and in that way make sure they have a low bid and cover the job 
from all angles. 

In making an award in that type of bid, they would have to permit 
an exception, if they took the lowest one of these shotgun type bids. In 
other words, change some of the specifications. 

a ~ Morean. You know that one of your competitors submitted 12 
ids? 

Mr. Stamets. That is the one I refer to. They bid on a job in Iran 
where the Government wanted three mills and the mills were specified, 
exactly what was wanted as far as size of the mill, number of machines. 
This particular company, United States Wallboard, noticed that in 
the specifications it required that the mill only saw 50,000 board-feet 
a day. They submitted an alternate bid based on an automatic mill 
which would give that production and they got the contract. 

In other words, they did not supply the equipment that was speci- 
fied in detail, but they supplied an alternate bid that met the pro- 
duction requirement that was called for in the invitation and in that 
manner were successful in getting that particular contract. 

That was an FOA contract. 

Mr. Carnauan. Was the production requirement on this specifica- 
tion one of the major targets you were shooting at? 

Mr. Sramers. Yes; in both these jobs we bid them this way, the 
production requirement along with the equipment. We never sub- 
mitted an alternate type bid. 

I think we could have. We could probably attain this production 
that is called for in here with a wee bit less equipment, but we would 
not be really sure of it. 

In other words, if the ICA had not specified exactly the equipment 
they did in here, one could come up with a little bit different mill plan, 
but essentially they would all be about the same. In order to make 
the bids equal, they did specify in detail what they wanted. In other 
words, they wanted a 9-foot band mill. They wanted a 32-foot car- 
riage. They specified the size of the resaw, the size of the edger. No 
doubt you could come in with, say a 26-foot carriage, and possibly 
make this production. You might come in with an 8-foot band saw 
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instead of 9-foot and do it. But for evaluation purposes, if all bid- 
ders bid exactly what is required it is a rather simple matter to evalu- 
ate the bids. 

Mr. Carnawan. The project does utilize the entire log that comes 
in and there is no waste, is that right ? 

Mr. Sramets. No; the waste products were to be conveyed to a 
briquetting plant. 

Mr. Carnanan. You had nothing to do with the furnishing of 
briquetting equipment ? 

Mr. Stamets. Yes; that was included in the invitation. 

Mr. Carnawan. And the chipping mill? 

Mr. Sramets. Yes; all that equipment was spelled out in here. I 
might add we do not make chippers. We got a responsible bid from 
a company specializing in that, onmae Iron Works, and attached that 
with our proposal. Likewise, on motors we dealt with Westinghouse. 
There were certain items in here not of our manufacture that we chose 
to get elsewhere, but about 75 percent or maybe 80 percent of our bid 
was our own manufacture. 

Dr. Morcan. Would you say approximately $10,000 of your com- 
pany’s money went into the preparation of this bid ? 

Mr. Stamets. Yes; or maybe more than that, if we figured our engi- 
neering time at $50 per man-day. It took us about a month and a 
half to prepare this bid. How many men did we have on it? 

Mr. Loncasaven. About eight. 

Mr. Sramets. I would say around six men working that time, plus 
the time we have spent since then. 

Dr. Morean. Nine different bidders. Do you think your competi- 
tors went into as much detail in preparation of their bids as you did? 

Mr. Sramers. No; because I have statements here from Fairhurst 
and some others that say that our bid was the most complete one sub- 
mitted. In fact, Mr. Lloyd said that on the phone when I first con- 
tacted him. Hecongratulated us on our bid as being the most complete 
and comprehensive bid he had ever seen, this plan I have and the 
specification. 

I think some of the others possibly were. I did not get to see them 
myself. I assume some bids were. 

Dr. Morcan. We could assume a considerable amount of money went 
into preparation of bids if there were nine bidders. 

Mr. Stamets. That is right. 

Dr. Morcan. It would be sort of unreasonable for ICA to reject 
all nine bids after the different companies had put together the prepara- 
tion of bids? 

Mr. Stamets. That is right. They gave us 2 or 3 months to pre- 
pare the bids. They contemplated our making a careful and com- 
prehensive bid. In fact, in the invitation it required us to draw up 
plans and full specifications on the equipment in order to have an 
acceptable bid. 

Also, we put up a bid bond for a million dollars, which was required. 
Possibly $150 a month. That bid bond we have been continually 
extending throughout this period. These bids were due March 17, 1957. 
The matter was still pending at the end of October of that year. Then 
it went on into the next year. It cost us $150 a month just to keep the 
bid bonds alive. 
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Dr. Morgan. Any further questions? Thank you, Mr. Stamets. 

Mr. Zastocki. Do we have for the record a copy of the invitation 
to bid? 

Dr. Morean. We can get it. 

The next witness is Mr. A. J. Harris, manager, Sawmill Division, 
United States Wallboard Machinery Co., of New York. Mr. Harris, 
your company had a bid in on this sawmill project, did they not ? 


STATEMENT OF A. J. HARRIS, MANAGER, SAWMILL DIVISION, 
UNITED STATES WALLBOARD MACHINERY CO. OF NEW YORK 


Mr. Harris. That is correct. We submitted quite a few. 

Dr. Morean. You bid on other Government projects under the 
ICA? 

Mr. Harris. Yes; we have. We built the wallboard plant of Chang 
Wah factory in Taiwan which manufactures insulation board similar 
to Celotex and hardboard. 

Dr. Morgan. When did you build that ? 

Mr. Harris. Two years ago. 

Dr. Morean. You recently completed a project in Iran? 

Mr. Harris. That project I do not believe, sir, has been completed. 
We shipped a sawmill under the point 4 program. The provisions 
of that were that we got paid for our machinery when we shipped it. 
That was the end of our responsibility, outside of assisting the pro- 

am in securing personnel. We were favored with a letter of credit 

or something in the neighborhood of $25,000 or $30,000 to cover per- 
sonnel about 3 years ago. That letter of credit expired some 2 years 
ago. The personnel, to the best of my knowledge, have never gone over. 

We have had communications from George Frey & Associates in 
Chicago, who we understand have been given a management contract 
with Iran and as part of that the sawmill is now under their jurisdic- 
tion. 

Dr. Morean. Is this sawmill operating ? 

Mr. Harris. No, sir, it is not erected. 

Dr. Morean. How long has it been over there ? 

Mr. Harris. I think it is about 214 or 3 years now. 

Dr. Morean. Two and a half to three years ? 

Mr. Harris. Yes. 

Dr. Morean. Your company has been paid for it, but as far as you 
know, it has never been erected ? 

Mr. Harrts. That is correct. 

Dr. Morcan. Did your company regard these specifications, pre- 
pared by the J. G. White Co., as adequate for this particular sawmill 
project on Taiwan? 

Mr. Harris. The sawmill specifications as written in the bid invita- 
tion cover what isa sawmill. However, they are not tight enough in 
my opinion. 

Dr. Morgan. What do you mean by not tight enough ? 

Mr. Harris. I will point out one primary item of equipment, the 
principal item, a band mill. That is the unit used to saw the log as 
it passes past the saw on the carriage. The band mill is specified as 
a 9-foot band mill with automatic tail sawyer. It does not say 
whether it should have an electric lift for the saw guide, an airlift 
for the saw guide. 
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It does not say whether this band mill is to split a log in the middle 
or not. That determines to a great degree the height of the band mill. 
That is, you can get a band mill that will cut a log this big in the 
middle. You can get, by the same token, a band mill that will cut a 
log this big in the middle. You can take a band mill and furnish it 
with, let’s say, a standard height, as we call it, or you can raise the two 
top reels of the band mill by putting a raising block in that permits 
you to saw in the middle a larger diameter log. 

The bid does not say how wide a saw blade it is to use. The bid 
specifies a 9-foot band mill. That means the wheel diameter is 9 
foot. It does not say the blade will be 14, 16, or 18 inches. A 9-foot 
mill normally uses an 18-inch saw blade but that is not specified. 

It does not say how much power should be put on this band mill. 
You can take the 9-foot band mill and make the saw go around with 
a 25-horsepower motor but you will not cut lumber with it. We would 
put 200 to 250 horsepower on such a band mill. Whether others would 
do the same, I do not know. 

The other machinery specifications are equally loose and incongrous: 

Pond Saw: Specified as 54 inch. This is not sufficiently large to 
cut a log 138 inches in diameter. Type of power is not indicated; it 
could be gasoline or electric. 

Log Lift: To handle logs 4 meters by 13 meters whereas carriage or 
logs in the mill are specified as being 10 meter. There is no saw in 
bet ween, so where is the 3 meter difference. 

Carriage: Number of headblocks not specified; headblock opening 
not specified; whether carriage is of wood or steel not specified. A 
cheaper carriage to do the same job could be made, using air instead 
of electric setworks. Does not specify whether manual or electric or 
air dogs. 

Edger: 8 inches by 54 inches gang specified but not the number of 
saws and number of movable saws. 

Resaw : Line bar resaw no good for over 24-foot long boards. Type 
of set works not specified. 

Planer: Does not specify whether 4 sides or 2 sides; number of 
knives in heads not specified, horsepower of various motors not 
specified. 

Baler : Standard baler specified but not size of bales. 

Wood Briquet Machine: Capacity not specified nor size of briquets. 

Lath Machine: Size and auuibine of saws not specified. 

Log Deck : Length not specified. 

Log Turner: Could be nigger or Symondson type. Details not 

iven. 
. Electric Current: Specified as 3,300 volt and 220 volt but does not 
say what horsepower motors are to be used on what voltage. 

Dr. Morean. Mr. Harris, is that the reason your company made a 
sort of shotgun approach by submitting 12 different bids? 

Mr. Harris. We were endeavoring to comply with the bid invita- 
tion, as we interpreted it and which specifies you must submit a bid 
following what is stipulated. If you do not, you have no consider- 
ation. On the other oer) we felt it advisable to submit alternative 
bids based on our experience in the sawmill business which encom- 
passes some 40 years of building mills abroad. The bid invitation 
allows substitute items to be offered and does not limit the number 
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according to item No. 4 of conditions. We do no business domesti- 
cally or in Canada. All our work is done overseas. 

Dr. Morean. Mr. Harris, did any member of your company visit 
Taiwan ? 

Mr. Harris. Our Mr. Nugent has been there, our Mr. Goldsmith has 
been out there. 

Dr. Morgan. Did you retain any permanent agent in Taiwan? 

Mr. Harris. No, sir. 

Dr. Morcan. Are you familiar with the qualifications of the J. G. 
White Co.? Do you think they are a good engineering company ? 

Mr. Harris. I know the name J. G. White. They are next door to 
us. They are at 80 Broad Street, we are at 90 Broad Street. 

From my limited knowledge of concerns of that nature, I would 
say they are one of the best. 

‘Dr. Morgan. Are you familiar with Mr. Lloyd who prepared these 
specifications and his qualifications as a lumberman ? 

Mr. Harris. No, sir. 

Dr. Morean. Do you feel the specifications submitted originally by 
the J. G. White Co. would be the type of mill that would do the job, 
is that right ? 

Mr. Harrrs. It all depends on what the job is. The job says the 
sawmill shall be designed to cut 60,000 board-feet a day of 8 hours. 
This mill will do that. No question about it. I would say basically 
our principal objection is that the individual machine specifications 
are not sufficiently detailed and in certain instances incongruous. In 
other words, you can get a circular sawmill to cut 60,000 board-feet a 
day if that is the primary object of this mill. If the primary object 
of the bid is to set forth machinery specifications and ask for bids on 
specific items of machinery, then in our opinion the bid invitation 
falls short of this goal. A bid invitation should either be submitted 
on the basis of either asking for equipment to do a certain job based 
on certain lecal conditions or by giving sufficiently detailed machinery 
specifications so that there can be no question of the machinery re- 
quired. 

Dr. Morean. Mr. Harris, did your company file any objection with 
ICA after you found out you were not the low bidder ? 

Mr. Harrts. A formal objection ? 

Dr. Morean. Yes. 

Mr. Harris. I would not say a formal objection. 

Dr. Morean. You filed no formal objection ? 

Mr. Harris. No. 

Dr. Morean. As far as you know, did any member of your company 
have any consultations with any member of the ICA as to what you 
ae was wrong with the specifications prepared by the J. G. White 

0. ¢ 

Mr. Harrts. We have talked with members of the ICA, telephone- 
wise, and I was down here in Washington—I have forgotten just 
when it w Mr. William J. Crossner. 





Dr. Moraan. _ Mr. Harris, does your company have a Washington 
representative ? 

Mr. Harris. Not that I know of, sir. 

Mr. Carnanan. Mr. Harris, would you say several of your bids 
on the different setups would have met the 60,000 board-feet ? 
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Mr. Harris. Every one of them would have, sir; from the highest 
bid to the lowest. 

Mr. Carnanan. And your bids ranged from what price to what 

rice? 
Mr. Harris. We have submitted bids ranging from $856,717.25 down 
to $489,030.85. 

Mr. Carnanan. And, in your opinion, any one of them would have 
done the 60,000 board-feet in an 8-hour day ? 

Mr. Harris. They would have sawed lumber in the capacity of 
60,000 board-feet a day. The low bid would not incorporate some 
of the extraneous equipment, or what we considered to be extraneous 
equipment as specified. 

Mr. Carnanan. The briquet machine ? 

Mr. Harris. The briquet machine, a planer and a matcher, a fancy 
chipper, and a couple of control panels, something like that. 

Mr. CarnaHAan. Do you feel that ICA acted wisely in not letting 
the contract ¢ 

Mr. Harris. On the basis of the looseness of the specifications I 
would say, yes, sir. 

Mr. Carnauan. That isall. 

Mr. Harris. I would like to point something out, gentlemen. We 
had built a sawmill in New Zealand for a company known as the New 
Zealand Forest Products Co. The basis of building the sawmill is 
this: The New Zealand Forest Products Co., for whom we built a 
wallboard factory in 1940, sent a couple of engineers to our Klamath 
factory which manufactures all of our sawmill equipment. They 
spent about 3 months writing a specification on a sawmill that encom- 
passed some 35 or 50 pages, and defined each item of equipment 5 
points from the decimal. They paid us for that. When that was 
finished the New Zealand Co. received about 12, 15, or 20—I have 
forgotten how many—copies of that sawmill specification which they 
sent to every sawmill manufacturer here in the States for competitive 
bids. We were awarded the contract to build the New Zealand mill, 
which was shipped in 4 months. It arrived in New Zealand about 60 
days later and in 3 months was up and operating at full capacity. 

Mr. Carnanan. Why do you think that ICA failed to let a contract? 

Mr. Harris. Because none of the bids submitted met the require- 
ments of the bid specifications. 

Mr. Carnauan. None of the bids met the bid specifications? 

Mr. Harris. I donot think so. Ours met them as far as it could go. 

Dr. Morgan. Which one? 

Mr. Harris. The great big one, unfortunately. And another rea- 
son, it is my understanding there was not that amount of dollars appro- 
priated for the sawmill. That is not my concern, whether there was 
or not. 

Mr. Hays of Ohio. Where did you get that information ? 

Mr. Harris. Well, we have someone who verbally said to me there 
was so much allocated for the Ta Shu Shan logging enterprise, so 
much of which would be for logging equipment and so much of which 
would be for sawmill equipment.. This information was given to us 
by our acting representative whom we understand obtained this from 
the end user. 

Mr. Hays of Ohio. Your pipeline is clogged up there. 
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Mr. Zastockt. Mr. Harris, on the basis of your last statement that 
a sawmill delivered to New Zealand in 4 months was in operation in 
a relatively short period of time, why was it that the other sawmill 
that you were referring to earlier in your reply to a question is not 
in operation 21% years after delivery? Can you give us the reason 
why that sawmill is not in operation ? 

Mr. Harris. I donot know. 

Mr. Carnauan. Was it delivered to Iran ? 

Mr. Harris. Iran. 

Mr. Zastockt. Is it your knowledge that improper technical assist- 
ance is the reason for the nonoperation of the sawmill ? 

Mr. Harris. I frankly do not know. We had a contract to furnish 
sawmill machinery and to be of assistance to the customer in securing 
personnel to supervise the erection and train the local personnel in 
the operation of that mill. 

Mr. Zasvocki. Your contract would not be filled if the mill is not 
in operation. 

Mr. Harris. Yes, it would. Our contract was to furnish the ma- 
chinery and to assist. 

Mr. Zastocki. To help supervise. 

Mr. Harris. Not to help supervise, but to assist the customer in 
securing personnel. Now, the customer requested we submit to him 
résumés on people such as millrights, who are the people classified 
as being capable of erecting sawmills and sawmill machinery ; sawyers, 
who are the men who operate band saws and supervise the cutting of 
logs; saw filers, who are the men that are required to maintain the 
sharpness of the saw blades. We submitted to Iran a complete list 
of about 30 or 40 fellows who would fall within that category and we 
recommended certain of those fellows to Iran. Iran opened up a 
letter of credit with us for something in the neighborhood of $25,000 
to cover the salaries and expenses of those men. However, there was 
never a formal request, or order given us, to have any of those men 
to proceed to Iran. Why it was not given us is beyond my knowledge 
and beyond our responsibility. 

Mr. Zasiock1. What specific place in Iran ? 

Mr. Harris. Up in the northern part; north of Teheran near the 
Caspian Sea. 

Mr. Carnauan. Is it ina storehouse ? 

Mr. Harris. To the best of my knowledge, it is in a storehouse in the 
original crates in which it was shipped. 

Upon review of the files, I would like to add that George Fry & 
Associates sent an engineer over to Iran about the first of this year. 
We understand it is his job to make a careful inspection of the machin- 
ery in order to inspect the machinery in view of the fact that the 
machinery had been in storage for an abnormal length of time. 

At their specific request we have also submitted a list of qualified 
sawyers, filers, and millwrights to Geo. Fry & Associates and which 
would indicate that steps are being taken to get this mill erected and 
into production. 

Mr. Zastockr. Coming back to this sawmill that your company bid 
for in Formosa, I will further explore the question of the chairman. 
You have today stated to the committee that the specifications were 
inadequate. 

Mr. Harrts. Yes. 
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Mr. Zastocki. Did your company at any time state to the ICA, or 
any other Federal agency, that the specifications for the sawmill had 
not been properly drawn 

Mr. Harris. We wrote a couple of letters to ICA. We wrote a letter 
to ICA on July 25, 1957, from which I will quote: 


Since December we have prepared our bid and submitted it to Taiwan. We 
actually quoted on 12 different sawmills ranging in price from $489,000 to $856,000. 
The difference in the price of mills is due to a difference in machinery specifica- 
tions as well as electric current characteristics. In other words, our higher bids 
conform basically to the specifications as set up by Taiwan whereas our lower 
bids are on what we consider a more practical and economical sawmill installa- 
tion to do basically the same job. 

When submitting our bids we pointed out these differences to Tai- 
wan explaining that considerable dollar savings could be made if they 
were to adopt a more practical set of specifications more in conformity 
with the standards used in this country. For example, as is mentioned 
in our letter of December 27, the bid invitations called for the equip- 
ment to handle logs 42 feet long by 138 inches in diameter, which is 
a tremendous log and to the best of our knowledge no sawmill any- 
where in the world is cutting such logs, nor does any variety we know 
of manufacture equipment of this size. 

Mr. Zastockr. Do you mean that the specifications that your com- 
pany has drawn were for cutting logs up to that size? 

Mr. Harris. No, sir; I do not think anybody’s bids covered a log 
138 inches in diameter. 

Mr. Zastocki. You are giving the committee a case where there 
could be a saving if the specifications were modified ? 

Mr. Harris. That is correct. 

Mr. Zas.tocki. And your reason is that the specifications would pro- 
vide for a mill cutting logs in excess of the size that they need; is that 
right? 

Mr. Harris. Yes; as far as a production of 60,000 board-feet is 
concerned. 

Mr. Zastockt. Did the specifications call for that type of equipment ? 

Mr. Harris. The specifications called for a chain type direct lift 
from a well with chain space to lift logs from a minimum of 4 meters 
to a maximum of 13 meters. Thirteen meters is 42.9 feet. Four meters 
is 138 inches. 

Mr. Zasitockt. How does that differ from the specifications your 
company bid on with regard to the sawmill in Iran? 

Mr. Harris. The Iran sawmill was based on handling 48-inch diam- 
eter logs by 24 feet, if I am not mistaken. 

Mr. Zastocxi. You maintain in the letters you now admit you 
wrote to the ICA, that the specifications were too loose. 

Mr. Harris. The machinery specifications are. 

Mr. Zasiocki. And you have made that decision only after the 
contract was about to be awarded; is that right ? 

Mr. Harris. No, I would not say that. 

Mr. Hays of Ohio. You made it after you knew what the bids were, 
did you not? 

Mr. Harrts. Well, we cannot make a formal objection to ICA that 
the bid is loose and refuse to bid on that basis. 

Mr. Hays of Ohio. I know, but you say in one breath the bid is too 
loose and then you come back and say the bid is too exact, you never 
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heard of logs of that dimension. Which is right? That is pretty 
specific. 

Mr. Harris. That is pretty specific as far as the logs are concerned, 
but the machinery specifications are not tight. 

Mr. Zasiocki. You contend that the reason that your company pre- 
sented 12 bids is because they wanted to meet the looseness of the 
specifications ? 

Mr. Harris. Not entirely. One of the reasons for the 12 bids was 
the difference in electric current. There is in here a statement that 
the electric current will be 3,300 volts, or 220 volts, so we submitted 
a bid on the basis of 3,300 volts and we submitted a bid on the basis 
of 220 volts and of our own volition we also submitted a bid on 440 
volts. 

Mr. ZaBiocki. That would be three separate bids. You have nine 
more to go. 

Mr. Harris. Yes. One sawmill is bid on the basis of handling logs 
up to 42 feet. So there are three bids there in different. current char- 
acteristics. We submitted another bid on what we thought was more 
in keeping with standards, that is, a maximum 24-foot log. We sub- 
mitted that in three power characteristics. We submitted a bid ex- 
cluding the briquet equipment and some of the extraneous equipment. 

Mr. Hays of Ohio. But the specifications include briquet equip- 
ment. You just left that out. You decided that you would leave 
that out? 

Mr. Harris. Yes. 

Mr. Hays of Ohio. The specifications were there. 

Mr. Harris. Yes. 

Mr. Zastockt. The engineering firm of J. G. White thought what 
you refer to as extraneous material was advisable. 

Mr. Harris. Apparently. 

Mr. Zastocki. And you said that it was a reputable engineering 
firm. 

Mr. Harris. That is correct. 

Mr. Zastockt. Why would it not be natural for the bidders to bid 
on the specifications rather than their own interpretation of what the 
specifications should be? 

Mr. Harris. We bid on what the specifications called for. How- 
ever, we also bid on what we thought was a more practical set of 
equipment. 

Mr. Zawtocxr. Then, for the enlightenment of the committee, do you 
firmly believe that the specifications included in the invitation were 
inoperative, or undesirable for a sawmill in Taiwan? 

Mr. Harris. No, not in the least, if that is the type of sawmill they 
want to build. 

Mr. Zasiocxi. Do you think the specifications would provide for a 
suitable sawmill ? 

Mr. Harris. It depends upon your interpretation of “suitable.” 
J. G. White says it is suitable and they are the engineers on the job. 

Mr. Zasiocki. The reason we are having these hearings is to try 
to get at where the shortcoming is and who erred. 

Mr. Harris. I think basically a 138-inch log is a pretty big log to 
handle through a mill. I think that 138-inch log 42 feet long is pretty 
much of a log to handle through a mill. I think that is too big. 








MUTUAL SECURITY PROGRAM 41 


Mr. Zanxockt. In your opinion where was poor judgment exercised, 
on the part of the engineering firm that set up the specifications or on 
the part of ICA in the way they handled the bidding, or do you have 
any other opinion as to where there should have been some correc- 
tion in the exercise of judgment that has brought about this par- 
ticular thing ? 

Mr. Harris. On the sawmill, J. G. White probably has more basic 
information on local conditions than we. If they say this is the type of 
mill to be built in Taiwan, it can be built according to specifications. 

Mr. Zasiockt. Then J. G. White did not err in writing up the spec- 
ifications ¢ 

Mr. Harris. I do not know enough, nor does my company know 
enough, about local timber conditions in Taiwan. In other words, 
there is little question that sawmill equipment can be furnished for 
handling logs 138 inches in diameter by 42 feet long and that such a 
mill, if properly engineered and operated, would produce at least 60,- 
000 board-feet. What we do question, however, is whether such a 
large, heavy mill is practical and economical for the conditions in 
Taiwan. 

Mr. Zasiockt. But with the 12 bids that you have put in you have 
put your own views on what the specifications should be, although you 
admit J. G. White should know better. 

Mr. Harris. I merely indicated we did not consider a sawmill 
should be built on the basis of handling 42-foot-long logs 138 inches 
in diameter. There should be a more practical specification than that. 
For example, our bids on the carriage, as called for in the bid speci- 
fications, covers a 50-inch opening headblock. That means that these 
blocks will open 60 inches back of the saw. I do not know, but I 
presume other firms bid on similar size headblocks because no one 
builds a carriage, to the best of my knowledge, that opens 138 inches 
back from the saw, which is necessary if you are going to use a 138- 
inch-diameter log. 

Dr. Morcan. How did the Enterprise Co. submit their bid? 

Mr. Harris. I have no idea, sir. 

Dr. Morcan. They testified here a while ago they had been build- 
ing sawmill equipment ever since 1870. 

Mr. Harris. That is correct. 

Dr. Morcan. A company building equipment since that date cer- 
tainly would not submit a bid if they could not do it. 

Mr. Harris. Did they say that they were making bandsaw equip- 
ment since that time? 


Dr. Morcan. I do not know, but they were building equipment at 
that time. 

Mr. Harris. There is a lot of difference between a circular saw- 
mill and a bandsaw mill. A circular sawmill can be used by a farmer 
in Virginia for small capacity and small logs. A band mill is used 
by the Weyerhauser Timber Co. 

Mr. Hays of Ohio. And a lot of other people. 

Mr. Harris. And a lot of other people. 

Mr. Zantockr. The Ford Co. built an experimental car at the be- 
ginning, but now they are building an Edsel car. 

Mr. CarnaHAan. You are assuming most of the logs that would be 
cut are 48-inch logs. 
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Mr. Harris. Up to 60 inches. The mill in Iran was on the basis 
of 48-inch-maximum logs. 

Mr. Carnawan. Do you have any knowledge as to whether or not 
the timber to be cut is that size, or a bigger size than that? 

Mr. Harris. It is more than twice that size, sir, according to the 
specifications. 

Mr. Carnauan. You have no knowledge as to whether or not the 
big specifications conformed to the timber that is to be cut. You are 
just assuming that logs of that size are more convenient to handle. 
You do not know whether that is the kind of logs they have in the 
woods or not? 

Mr. Harris. They say their logs average three-quarters of a meter 
in diameter. I should have pointed out here that the bid invitation 
specifies average log diameter as three-fourths of a meter (about 30 
inches). Therefore, if the average is 30 inches, we cannot conceive of 
a sufficient percentage of 138-inch diameter logs being available to 
justifiy installation of the extremely large, heavy, and expensive type 
of machine necessary for handling 138-inch diameter logs. 

Mr. Zasiocki. What do you do with the logs that are too big? 

Mr. Harris. You have to split them in some way outside the saw- 
mill. 

There is another factor concerned in this big specification that I 
would like to bring out. The conifer saw logs will move directly to 
the sawmill. The peeler and veneer logs will be loaded out and sent 
to private plywood plants. It would be my suggestion that these 
larger diameter logs, which are valuable logs and which there are 
apparently a few of in Taiwan be allocated not to the sawmill but to a 
veneer plant for peeling. They are more valuable in that respect. 

Mr. Zasvocki. Mr. Harris, you stated, if I remember correctly, 
that you thought that the specifications for extraneous materials ought 
not be included. 

Mr. Harris. Not as a part of the sawmill. Let me point this out: 
With regard to wood-briquet equipment, there are, to the best of my 
knowledge, only two concerns building briquet machines: Wood 
Briquettes, Inc., in Lewiston, Idaho, and Pawert, in Zurich, Switzer- 
land. Pawert has licensed the building of their wood-briquet ma- 
chine to Sumner Iron Works in Seattle, or Tacoma, for sale here in 
the United States. Those are the only two firms that build the 
briquet machines. They have asked in the bid specifications as part 
of the sawmill that you guarantee and install a wood-briquet plant. 
So we would have to go to the wood-briquet people and get a guar- 
anty that the thing will work. 

Mr, Zasiocki. Subcontracting is not unusual. 

Mr. Harris. Yes, to a de ; 

Mr. Hays of Ohio. The ship companies that built the United States 
do not build every component in it. They subcontracted thousands 
of parts. 

Mr. Harris. There is no saw manufacturing equipment company 
that makes briquet equipment. 

Mr. Hays of Ohio. Is there any sawmill machinery company in 
the United States that builds electric motors? 

Mr. Harris. I do not think so. 

Mr. Hays of Ohio. You subcontract those. 
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Mr. Harris. There is a little bit of a difference between a briquet 
— and an item of an electric motor which will be bought off the 
shelf. 

Mr. Hays of Ohio. If you subcontracted the briquet machinery 
you would certainly get a guaranty from the people that you bought 
it from. 

Mr. Harris. We would hope so. 

Mr. Zasiocki. Where do we go from here? What should ICA 
do? 

Mr. Harris. What should ICA do? You mean my recommenda- 
tion ? 

Mr. Zasiocsr. Yes. 

Mr. Harris. I would suggest you hire somebody who knows some- 
thing about how sawmill machinery operates and have them write up 
an airtight set of specifications and have them sent to every saw- 
maker in the United States and put them out on bids. 

Dr. Morean. We had testimony here this afternoon that if that 
is done the Japanese will end up with the contract. : 

Mr. Harris. No, sir; not if you make the bid specifications tight 
enough. 

Mr. Hays of Ohio. If they would let you write the specifications 
like New Zealand did, you would probably get the contract yourself. 

Mr. Harris. I probably could. 

Mr. Hays of Ohio. I would think so. 

Mr. Zastockt. Who wrote the specifications for the sawmill in 
lran ¢ 

Mr. Harris. I did, with the help of my factory. 

Mr. Hays of Ohio. You have had pretty close connection with the 
ICA if you write specifications for them. 

Mr. Harris. We do not write specifications for them. We sub- 
mitted a sawmill for Iran, the specifications for which were accepted. 

Mr. Hays of Ohio. They were real loose specifications, there just 
were not any £ 

Mr. Harris. That is right. 

Mr. Hays of Ohio. You got that bid so you do not object to the 
looseness. 

Mr. Harris. No. 

Mr. Hays of Ohio. But since you did not get this bid you did object 
to the looseness ; is that right? 

Mr. Harris. No. The bid on the Iran sawmill was written quite 
a bit more loosely than this and represented equipment we did not 
consider practical. However in order to conform with the bid speci- 
fications we submitted a bid based on the bid invitation. We at the 
same time submitted an alternate bid representing what we thought 
to be a modern American type bandsaw mill on the basis of which 
we were awarded the Iranian contract. 

Mr. Carnanan. Do you think the type of mill submitted had any- 
thing to do with the fact that it never went into operation? 

Mr. Harris. No, sir. You can bring that mill back to North Caro- 
lina and put it into operation. 

Mr. Zasiocki. Do you think that this committee should investigate 
why the sawmill in Iran has been standing idle for 2 years? 

Mr. Harris. That is not for me to say. 
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Dr. Morean. Did you write a letter to ICA expressing any thoughts 
of your own to the effect that the Enterprise Co. lacked foreign 
experience ¢ 

Mr. Harris. Yes. We know they do not have any because we are 
their export department on their circular sawmill machinery. 

Dr. Morgan. You did write a letter to ICA saying they had no 
foreign experience and were not familiar with large mills of this 
kind ¢ 

Mr. Harris. That is correct. 

Dr. Morcan. When did you write that letter to the ICA? 

Mr. Hays of Ohio. While he is looking that up I would like to say 
that the Enterprise Co. ought to get a new export department. 

Mr. Harris. We wrote that letter on July 25, 1957. In answer to 
Mr. Hays’ remark, would like to point out that Mr. Stamets, presi- 
dent of the Enterprise Co. only last week visited us and requested us 
to handle the export sales of their newly developed items of sawmill 
machinery. This is an indication of what they think of our capa- 
bilities. 

Dr. Morean. You wrote another letter to ICA on January 2, 1957. 
What was in that letter ? 

Mr. Harris. I do not have a copy of that letter here. 

Dr. Morgan. We will check that out ourselves. 

Mr. Hays of Ohio. You said you didn’t file a formal objection to 
this business of the bids but you did file some kind of an objection ? 

Mr. Harris. We wrote a letter to ICA. 

Mr. Hays of Ohio. You don’t call that a formal objection. It is 
an objection. Can we just call it a plain objection ? 

Mr. Harris. That is all right. 

Mr. Hays of Ohio. Would you have done that if you had gotten 
the bid ? 

Mr. Harris. To whom would I object, sir? 

Mr. Hays of Ohio. If you had gotten the bid you would not have 
objected about the looseness of the specifications, would you? 

Mr. Harris. Not particularly; no. Because the specifications of 
the bid invitation were loose but our offers were clearly defined for a 
practical sawmill. 

Mr. Hays of Ohio. In other words, what you are attempting to do 
is to get these bids thrown out so you would have another whack at it. 
Is that not right? 

Mr. Harris. No. Our bids stand as they are. 

Mr. Hays of Ohio. Yes, but your bid wouldn’t be accepted 

Mr. Harris. I don’t know that. 

Mr. Hays of Ohio. I am telling you because the ICA couldn’t get 
away with it, because you say yourself that your low bid was deleting 
what you considered extraneous equipment, but it was specified; is 
that correct ? 

Mr. Harris. That is correct. 

Mr. Hays of Ohio. Then if they had accepted your bid that left 
out part of the specifications it would have been pretty near normal 
for one of your competitors to object to that, wouldn’t it? 

Mr. Harris. Probably so. 

Mr. Hays of Ohio. So you knew your high bid which covered the 
whole field wasn’t low, did you not ? 
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Mr. Harris. No. I didn’t know that at the time my bid was sub- 
mitted. 

Mr. Hays of Ohio. But you knew it in July when you wrote the 
letter ? 

Mr. Harris. We heard rumors that ours was not accepted; yes. 

Mr. Hays of Ohio. In other words, your letter of July was some 
months after the bid had been opened. Is that not right? At least 
deadline for opening ? 

Mr. Harris. Yes. As far as I know. 

Mr. Carnawan. Did you talk with anybody in ICA in addition to 
the letter you wrote? 

Mr. Harris. I don’t think so, sir. I can’t verify that unless I study 
each one of these letters. 

Mr. Carnanan. That is, you had no personal conversations with 
anybody in ICA? 

Mr. Harris. No. I don’t think so. Let me look at that letter of 
July 25. No. The letter starts off “You may recall.” There was no 
conversation at all, just a letter. 

Mr. Hays of Ohio. You have done considerable business with ICA 
before, have you not, at least on two occasions ? 

Mr. Harris. Yes, sir. 

Mr. Hays of Ohio. You know several people down there fairly 
well, do you not, having done business with them ? 

Mr. Harrts. [ would say that. 

Mr. Hays of Ohio. You must have some contacts down there. 

Mr. Harris. There are no actual contacts that I know of. We know 
some of the people in ICA. 

Mr. Hays of Ohio. When they accepted your bid for Iran, didn’t 
you have conversations with them ? 

Mr. Harris. I am not sufficiently familiar with that, sir, because 
at that time I was in the Philippines. Other people in the organi- 
zation handled negotiations at that time. 

Mr. Hays of Ohio. What do you know about the Fairhurst Co. ? 

Mr. Harris. I don’t know anything about them. I tried to find 
out about them. I don’t know who they are or where they are. 

Mr. Zastocxt. Was your company the only company bidding for 
the Iran sawmill ? 

Mr. Harris. I don’t know. 

Mr. Zastockti. Did the other bidders follow your specifications ? 

Mr. Harris. I didn’t see their bid. I don’t know. 

Mr. Zastockx1. What was the amount of money involved in the 
Tranian sawmill ? 

Mr. Harris. I can’t give you exact figures. I think it was some- 
thing in the neighborhood of two hundred and fifty or three hundred 
thousand dollars. 

Mr. Hays of Ohio. Are you finished ? 

Mr. Zasiocki. Yes. 

Mr. Hays of Ohio. That may be a little irrelevant. I don’t think 
it is. I have heard a lot of lectures in the past several years about 
the Government being run on a business-like basis. Do you consider 
it ethical to try to get a bid rejected of a company that you are their 
export representative? Is that part of business ethics? 
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Mr. Harris. Wait a minute, Mr. Hays. We do not represent En- 
terprise, except for circular sawmill machinery. Bill Stamets and I 
correspond together on circular sawmill machinery daily. We are 
competitors on band sawmill machinery. 

Mr. Hays of Ohio. That is a fine point. I suppose there is a tech- 
nical difference there. It escapes me at the moment. 

That is all, Mr. Chairman. 

Dr. Morean. Are there further questions? 

Mr. Zastocxi. I wonder if we could have further comment as to 
whether ICA should let out a bid for a sawmill in Taiwan at all. 

Mr. Harris. I can’t comment on it. I don’t know whether a sawmill 
in Taiwan is needed. I don’t know. I am not familiar with condi- 
tionsin Taiwan. I don’t know whether a sawmill is needed in Louisi- 
ana. 

Mr. Zastockt. Do you know if they have trees cut and logs wait- 
ing that they were anticipating getting a sawmill to process ? 

Mr. Harris. I don’t know. 

Mr. Zastockt. I have no further questions. 

Dr. Morean. That is all, Mr. Harris. 

The subcommittee will adjourn until 10:30 tomorrow morning. 

(Thereupon, at 5:25 p. m., the hearing was recessed, to reconvene 
at 10: 30 a.m. Wednesday, December 3, 1958. ) 
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SUBCOMMITTEE FoR REVIEW OF 
THE Muruat Securiry Procrams, 
Washington, D.C. 

The subcommittee met at 10:30 a. m., pursuant to recess, Hon. 
Thomas E. Morgan (chairman of the subcommittee) presiding. 

Dr. Morecan. The subcommittee will come to order. 

We have with us today Mr. Bruce Buchanan, vice president, the 
J. G. White Engineering Corp., New York. Mr. Buchanan is the 
superior of Mr. Lloyd, who testified here yesterday. 

Mr. Buchanan, how ‘long was Mr. Lloyd with your company ? 


STATEMENT OF BRUCE BUCHANAN, VICE PRESIDENT, THE J. G. 
WHITE ENGINEERING CORPORATION 


Mr. Bucuanan. If I recall, approximately two and a half years. 

Dr. Moraan. Were you satisfied that he was a man of ability, quali- 
fied to do this job in Taiwan ? 

Mr. Bucuanan. Yes, sir. 

Dr. Morean. You were satisfied with his knowledge of the lumber 
business and that he could draw up the specifications for an operating 
sawmill ? 

Mr. BucHanan. Not draw up a complete specification. He didn’t 
do that, but he drew up a general-duty specification. 

Dr. Morean. What do you mean by “general-duty specification” ? 

Mr. Bucnuanan. It is an engineering term. <A duty specification 
is one in which we merely specify the duty of the item to be bought, 
or what would be, in this case, a sawmill which would saw up 60,000 
board-feet of lumber a day. Other general criteria were given, but 
none of the details were given. The details were left to the designer. 
In the lumber industry, you may have already learned that generally 
sawmills are designed by the manufacturer. If a lumber company, 
for example, wants to buy a mill they will go to one or two manu- 
facturers and tell them in general what the duty of the mill is to be 
and a few general specifications, including size, whether it be electric, 
steam, or whatnot, and then let the manufacturer of the principal item 
of equipment that goes into that mill design the mill and lay it out for 
them. No one manufacturer manufacturers everything that goes into 
a mill, but by and large they manufacture the principal items that go 
into the mill. 
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Dr. Morean. Then the invitation to bid that was submitted by the 
ICA, upon the recommendations of your company, was on that basis? 

Mr. Bucuanan. Yes. 

Dr. Morean. And Mr. Lloyd did the complete lumber study plus 
what was done by the United States Forest Service, and all this was 
put together by your company and submitted to the ICA, and the 
ICA then called for bids. What was the procedure there? 

Mr. Bucuanan. Perhaps as a start I should clarify in a sentence 
or two White’s position in this matter. ; 

We are general engineering consultants to the Republic of China. 
This is our tenth year. It has been a continuing contract that has 
either been renewed or extended periodically. Our contract is with 
the Chinese Government, although financed by the ICA program; so 
we have a dual responsibility. 

Of course, since ICA has veto power over everything the Chinese 
may do in connection with foreign-aid funds, we naturally look to 
ICA, or know that ICA will run the show, which is as it should be. 

Now, on the procurement of practically everything bought in For- 
mosa under the foreign-aid program, White would normally review 
for the recipient a project or specifications that they prepared. In 
many cases we have to help a recipient prepare specifications. Speci- 
fications then become a part of the project. The Chinese Govern- 
ment has designated Central Trust of China as the official procure- 
ment agent; so, once a project has been approved and the funds made 
available, the specifications go from CUSA to Central Trust of China 
for procurement. They, Central Trust of China, do the advertising 
and receive all the bids. They normally tabulate the bids and in 
most cases would send us the five lowest bids for technical review. 
That is all we do, review them technically. We do not review them, 
normally, for terms of payment or other specific conditions. That is 
the province of Central Trust of China. 

Dr. Morean. Mr. Buchanan, yesterday during the hearings one of 
the firms that bid upon these specifications testified that they were 
loosely drawn and pointed out several specific reasons why: One was 
that a band sawmill was called for but it did not say whether it 
should have an electric lift or airlift. It criticized the type of current. 

Mr. Bucuanan. I do not agree, sir, that they were loosely drawn 
specifications. It was not a detailed specification. It was a duty 
specification as I have stated. Consequently, the details were not 
required; the specification required that the man or supplier who 
proposed to furnish the equipment design the mill. As a result of 
that, all of the details would be worked out by the designer. 

You mentioned several points of criticism. If you review those 
one by one—what is the first point of definite criticism ? 

Dr. Morean. The first point is, it does not say whether there should 
be an electric lift for the sawmill or an airlift. 

Mr. Bucuanan. The main item in the mill, the headrig, was speci- 
fied to be electric drive, and general details on electric power are 
given. It states that there will be no steam plant required. There 
is only one answer: it is an electric mill. It is obvious. Not a single 
bidder raised that question to us prior to submitting the bids. 

Mr. CarnaHan. How would an airlift be operated, by electric power 
or otherwise? 
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Mr. Bucnanan. To take the logs out of a pond, which, after sorting, 
is the first operation, to get the log into the mill you have to have 
some form of lift. There again we left that to the de esigner to design 
and recommend the type of lift that he proposed to furnish, the one 
best suited to his mill. It could be an airlift, it could bea steam lft, 
or electric lift. My guess in this case is that it would have been an 
electric lift. Practically all new sawmills are electric in this day and 
age. 

eM. CaRNAHAN. You said that it was to be all electric. Then the 
airlift would be operated with electric current ? 

Mr. Bucuanan. Yes. You simply install a small air compressor 
and use an airlift. 

Dr. Morgan. Mr. Merrow ? 

Mr. Merrow. Just at this point I want to ask this question: Is it 
the common practice in the business, when you are submitting specifica- 
tions for bids, to make the general specifications as you have done and 
not go into detail ? 

Mr. Bucuanan. I can’t answer that, specifically, when you say gen- 
eral practice. It is done several ways. There are hundreds of thou- 
sands of items bought every year with ICA money. I would say that 
95 percent of them are bought on a detailed specification for an item 
of equipment, and generally we favor that plan. 

Now, when you get into an item like a sawmill, which isn’t a hard- 
ware item or an item that people buy every day, then you generally just 
follow the rule of logic and commonsense and follow the trade prac- 
tice, and the trade practice is that the manufacturer of the major equip- 
ment, the major items of equipment in a sawmill, will assemble the 
entire mill, buying the items that he needs from other people, and 
deliver to you a complete item. By and large, in the industry, if you 
check with the large lumber companies, you will find that is done. 

Mr. Merrow. You consider these specifications adequate, and you 
don’t believe criticism, that it should have been in detail, is sufficient 
to throw out these bids ? 

Mr. Bucuanan. I donot believe so. 

Mr. Hays of Ohio. Would you yield ? 

Mr. Merrow. Yes. 

Mr. Hays of Ohio. I think perhaps he misinterpreted what you 
had in mind. You meant, Is this the general practice in the sawmill 
business, not in ICA, as such ? 

Mr. Merrow. Yes. 

Mr. Hays of Ohio. Is this not the general practice in the sawmill 
business, to give duty specifications ? 

Mr. Bucnanan. That is correct. 

Mr. Hays of Ohio. That is the rule rather than the exception ? 

Mr. Bucuanan. Yes. 

Mr. Merrow. That is what I meant. 

Mr. Bucnanan. There are some of the large lumber companies who 
have a large engineering staff who probably would sit down and write 
a much more detailed spec, and then in the end make it a duty spec, 
but they are private organizations that do not have to follow Gov- 
ernment procurement procedure. They can do what they like. 

Mr. Hays of Ohio. Again, to emphasize it, the general rule in the 
sawmill business is to submit a duty specification ? 
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Mr. Bucuanan. To the best of my knowledge. 

Mr. Merrow. That is what ICA asked for, was it not? They didn’t 
ask anything about the details. 

Mr. Bucuanan. I wouldn’t know, sir, whether the ICA—I pre- 
sume you mean the mission in Formosa—— 

Mr. Merrow. Yes. 

Mr. Bucwanan. Asked us to make a specific decision on that mat- 
ter. Mr. Lloyd wrote the specifications as he thought it should be 
written, and it was accepted by the Chinese, and accepted by the 
mission. 

Dr. Morean. Mr. Buchanan, criticism No. 2: It does not say whether 
this band mill is to split a log in the middle or not. 

Mr. Bucuanan. The specification calls for a 9-foot headrig. A 
9-foot headrig will handle a log of a certain maximum size, about a 
6-foot log, in that neighborhood. You can split it down the middle, 
slab it, do anything you want with it, up to the size the headrig will 
handle. I don’t think we had to specify that. 

I will say this: I am not an expert on logging, but they tell me that 
with this particular type of mill, one sawyer, the man that runs the 
mill, will do a number of things another man can’t do. When you ask 
that question I can’t define it precisely, but we specified a 9-foot head- 
rig. That will not cut all the timber that comes down from the moun- 
tain in this case, but it will cut all the logs above the average-size log, 
and it would be uneconomical to buy a larger mill to cut the largest 
size logs which are only 1 percent of the timber. This was a 9-foot 
headrig in this instance. We determined, to the best of our ability, it 
was the size to buy. 

Bear this in mind, this was not, let’s say, the utmost in a commercial 
mill. There are some, I think 600, sawmills in Taiwan now, ranging 
all the way from very poor ones to fair ones. The objective of this 
project was to set up a pilot plant that all the other people could come 
and watch and get ideas from in the hopes that they would upgrade 
their own mills. 

Now, it wasn’t purchased to be the most economical mill. It was 
purchased with the idea of being a pilot mill to do a general job. 

Mr. Merrow. Do you mean a 9-foot headrig the diameter of the 
wheel that carries the band saw ? 

Mr. Bucuanan. Yes. 

Dr. Morean. Mr. Buchanan, the third criticism: It does not say 
how much power should be put on this band mill. It says you can 
take a 9-foot band mill and make the saw go around with a 25-horse- 
power motor, but you will not cut lumber with it. 

Mr. Bucuanan. There again I refer back to the point I made be- 
fore, that this is a duty specification, to cut so many feet of lumber 
a day and the designers of the mill are to specify what they are going 
to furnish, and each bidder did that, and in Mr. Lloyd’s analysis of 
the various bids, I infer, and I think I know because I know Mr. Lloyd, 
that he took into consideration every single point. Each bidder fur- 
nished complete details of his bid or else his bid wasn’t considered. 
That is the rule. When you make an evaluation of bids you just 
literally tear apart what he proposes to furnish and you make up your 
mind, is it adequate? If it is, you accept it. If it isn’t, you reject it. 

Mr. Hays of Ohio. In other words, if it was a 25-horsepower motor 
you would throw that out. 
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Mr. Bucwanan. It is ridiculous. 

Let me make another point: In the 10 years we have been in Taiwan 
we have been criticized frequently, not too many times, for specifica- 
tions we have prepared. We have had manufacturers come in and 
complain to ICA that our specifications are too much in detail, that we 
have written around a particular thing, and if we gave all those de- 
tails they say that is discrimination. So we are always torn between 
two fires: Our primary objective is reasonable economy and technical 
adequacy in the things that we buy, or recommend be bought, and 
some times to get a good article you have got to write a detailed speci- 
fication. I don’t think in the question of a sawmill that you have to 
write that kind of a specification, because in this type of a bid we say 
that the supplier shall furnish evidence of the number of mills built 
and where he has furnished them, and if you will check through this 
list of bidders, particularly the ones that have received any considera- 
tion, you will find that they are responsible sawmill people. 

There are many ways of writing specifications. ICA procurement, 
under our Federal Government procedures, at times is difficult. You 
don’t have a free rein. On the back of the invitation to bid is a 
specific set of printed instructions and all of our work has to be done 
in conformity with all of these procurement rules and regulations. 


Dr. Morean. Mr. Buchanan, you have visited Taiwan recently, have 
you not? 


Mr. Bucuanan. Yes. I was there in July and August of this year. 
Dr. Morean. Did you inspect the timber site ? 
Mr. Bucuanan. No. I did not get up into the timber site. I was 


interested in power this particular year. I got up into the hydro sites. 
I did inspect the site down at the foot of the hill, where the mill is to 
be, and I looked over the equipment that was there. 

Dr. Morcan. Was there a lot of equipment there when you were 
there ? 

Mr. Bucuanan. The trucks were stored at the site. 

Dr. Morean. They were not in operation ? 

Mr. Bucwanan. No. 

Dr. Morean. When were you there? 

Mr. Bucwanan. July and August of this year. 

Dr. Morcan. The logging operation had not started ? 

Mr. Bucuanan. Well, the road was practically complete, the con- 
struction of the road, about 43 kilometers of road, from the site u 
through the timber area. The ICA asked us in September to fuirhiah 
three practical logging men, in late August, and those men left about 
Labor Day and since that time the beginning of the work in the forest 
has begun. 

Dr. Morcan. They are cutting timber now, then ? 

Mr. Bucuanan. I don’t like to say cutting timber. They have put 
together a crew and are training a Chinese crew to operate the trucks, 
to operate the equipment, and by way of training, they are cutting 
timber. It is not a production scale operation. 

Dr. Morean. Mr. Chiperfield ? 

Mr. CurperFietp. Thank you, Mr. Chairman. 

Mr. Buchanan, there are two questions I wish to ask you: First, 
under the specifications that you have furnished, do you see any reason 


why the bids that were received, could not have been accepted and 
an award made? 
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Mr. Bucuanan. No,I donot, sir. 

Mr. CurrPerFIELD. You feel they were sufficiently definite that there 
would not be any trouble in erecting a proper mill under those 
specifications ? 

Mr. Bucuanan. That is correct. 

Mr. Curerrrreitp. Second, do you feel that there is any reason why 
a new survey should be made and go over this matter once again before 
an award should be made on these bids? 

Mr. Bucwanan. I doubt that there would be any gain, either cost- 
wise or from the adequacy of the mill standpoint. 

Mr. Curperriep. Can you tell this committee why objections were 
made, or why the bids were held up? Have you any judgment on 
that matter ? 

Mr. Bucuanan. Well, first I want you to realize that I sit in New 
York primarily, 8,000 miles away from Formosa and there are many 
things that go on that I don’t know about. 

Mr. CutperFre.p. I realize that. 

Mr. Bucuanan. The first intimation that we in New York had 
that the sawmill bid was not going to be awarded, I think it was in 
July or August of 1957. 

Mr. Cu1PerFreLp. Was that after the bids had gone out? 

Mr. Bucuanan. Oh, yes. The bids had been received. 

Mr. CurperFretp. No complaints were made before? It was after 
the bids were out and they knew who the low bidder was, then the 
complaints came in ? 

Mr. Bucuanan. Then the complaints were made. I think it was 
in July or August that I was in ICA in Washington and was advised 
that the bids were going to be held up pending the engagement of the 
Fairhurst team. That was the first I had heard and we were not 
consulted on it or anything else. 

Mr. CurperFrreLD. The Fairhurst what? 

Mr. Bucuanan. The Fairhurst organization, the management team. 
We were not consulted on it. I think the decision had been made. 
One TCA man at that time asked me, I think, if I recall, if it would be 
logical at that stage to have Fairhurst review these bids before they 
were awarded, and my answer to him was, “If you can engage Fairhurst 
promptly, tomorrow, and have them review them, all right, but if 
there is going to be delay I don’t think you will gain anything.” 

Mr. Currrrrievp. Do you think Fairhurst was employed to review 
the bids or take part in the management of the sawmill? You men- 
pe a would have some part in the management of this 
sawmill. 

Mr. Bucwanan. Well, the original project proposal as it was pre- 
pared by Mr. Lloyd and reviewed by us and accepted by the Chinese 
and the mission, contained a recommendation that a logging manage- 
ment firm be engaged. That is, to manage the project, the entire 
project. 

Mr. CurrerFietp. But that was to manage the project and not to 
review the bid. You didn’t contemplate that the bids would be 
objected to, did you ? 

Mr. Bucuanan. We thought at that time that the management 
team would have been engaged earlier, and had their direction and 
their finger in the pie all the time. The fact was that the manage- 
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ment team was not engaged, then I remember the road construction 
equipment was bought, and there was still no management team avail- 
ais and they asked us to write the specs for a sawmill, so we did. 
That is what happened. What we recommended did not happen. 

Mr. Curpeerrretp. Thank you very much, Mr. Chairman. 

Mr. Morgan. Mr. Carnahan. 

Mr. CarnaHANn. Mr. Buchanan, have you prepared specifications 
for other ICA projects other than this sawmill 

Mr. BuoHanan. Oh, by the thousands, sir. 

Mr. CarnaHANn. Have you prepared them for projects outside of 
Formosa ? 

Mr. Bucuanan. I would say that the majority, the greater per- 
centage, are prepared by our staff in Formosa. Occasionally when 
we are asked by CUSA and Mission to do something for which we do 
not have personnel in Formosa, then they give us a directive under the 
contract and we prepare those specifications in New York. 

Mr. CarnaHAn. Have you prepared specifications for projects out- 
side of Formosa? 

Mr. BucHanan. You mean other places? 

Mr. Carnanan. Other places. 

Mr. Bucuanan. Oh, goodness yes, the J. G. White Engineering 
Corp. are engineers and constructors. We will design and build 
almost anything anywhere in the world. 

Mr. CarnaHan. And you have done that? 

Mr. Bucuanan. For over 60 years we have been designing all types 
of industrial projects and power projects and writing specifications 
for the equipment and supervising procurement, actually doing pro- 
curement for private parties. 

Mr. CarnaHAn. You have done extensive work for ICA, other than 
this one, and in places other than in Formosa? 

Mr. Bucuanan. We were in Indonesia for 5 years under a technical 
aid program, which is a little different than this. We normally figure 
on other ICA work. When I say “figure,” we submit proposals, 
anything for which we are qualified. 

Mr. CarnAHANn. Have you had experiences similar to this particular 
sawmill where your specifications have been questioned and a contract 
has not been let on the specifications that you have prepared for ICA ? 

Mr. Bucnanan. Yes; a few. They arerare. Those occasions are 
rare, rather than usual. 

Mr. CarnaHwaNn. Did your firm make any evaluation as to the feasi- 
bility of this particular project? 

Mr. Bucwanan. Yes. This report includes economic studies and 
feasibility studies. That is a regular function that we perform in 
connection with the preparation of projects. 

Mr. Carnanan. It is the opinion of your firm that this particular 
sawmill project is economically feasible and needed in Formosa? 

Mr. Bucuanan. It is not only economically feasible, sir, but neces- 
sary. As I mentioned, there are I think some six hundred-odd little 
sawmills in Taiwan and they range in usefulness all the way from 
very poor to maybe 1 or 2 of them good. 

ae CarNaHAN. Has your firm furnished or built any of those saw- 
mills? 

Mr. BucHanan. No; many were there before we were there. This 
project, let’s call it an integrated logging and lumbering project, is 
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to get the logs out of the woods economically, get them down to a 
mill and cut them into usable sizes. It is a demonstration project. 

Mr. CarnaHAn. It could be a forest products project ? 

Mr. BucHuanan. Yes; utilization is being made of all of the by- 
products. 

Mr. CarnaHAN. Do you feel that bids ranging from, say, $400,000 
to $800,000 could meet the demands or the specifications of the mill 
to produce the 60,000 board-feet a day ? 

Mr. Bucuanan. Yes; definitely. There were 3 or 4 bids in the 
middle range that fulfilled the intent of the specifications, and at a 
reasonable price. Now the ones below that just simply did not offer 
to furnish some of the major items of equipment that were specified. 
Some of the bids ran up to over $900,000, I think, and contained 
items of equipment that were not specified. This is not unusual. A 
manufacturer of equipment, if he is interested in selling, offers what 
he makes. While this may be a little unusual to have this wide range 
of bids, I have known many, many cases where it occurred. Suppose 
you are buying a simple compressor to compress air for a construc- 
tion operation, in that case we would probably give a pretty detailed 
specification. Oftentimes the range of price will run from one-half 
under the median, say, from 25 to 75 percent of the median price, be- 
cause there is considerable difference in quality in the trade. There 
are not many items like this, but there are some, of course. 

Mr. Carnawan. That is all at the present time. 

Dr. Morean. Mr. Merrow? 

Mr. Merrow. Thank you, Mr. Chairman. 

Mr. Buchanan, the J. G. White Corp. has been retained by the 
Chinese Government for 10 years? 

Mr. Bucuanan. This is our 10th year, sir. 

Mr. Merrow. And you are still retained ? 

Mr. BucHanan. Our present contract expires July 31, 1960. 

Mr. Merrow. That is at an annual fee, I presume? 

Mr. Bucuanan. It is what they call a fixed-fee type of contract. 
Our costs are reimbursable, and the costs are definitely stated in the 
contract, and we draw a fee per man-month of services furnished, 
and the client controls the men that we furnish. That is, the number. 
They have to ask us for a particular kind of a man before we can put 
that manon the job. It is fully controlled by Mission and CUSA. 

Mr. Merrow. In drawing up specifications for this mill, what did 
that cost ? 

Mr. Bucuanan. That is rather difficult to answer. You mean the 
general specification that we drew ? 

Mr. Merrow. Yes; the general specification which you submitted. 

Mr. Bucuanan. Well, I imagine Mr. Lloyd worked—it is a very 
difficult question, because all of the man’s thinking, from the time 
he began to think about a sawmill, up until the time this mimeo- 
graphed document was produced, might cover a period of 60 days, 
but he wasn’t engaged full time at that particular project. If you 
say how long would it take, if I were to sit down and tell somebody 
to write this spec today, first of all they would have to have Lloyd’s 
background and the background in Taiwan. Where do I begin ? 

Mr. Merrow. That is right. 
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Mr. Bucuanan. Mr. Lloyd had been there well on to 2 years 
before this began. He knew conditions. No one who did not know 
conditions could intelligently approach this. 

Mr. Merrow. Were the specifications on the logging operation a 

art of this? Did you do that? Did you draw up plans for the 
he part of this as well as the mill? 

Mr. Bucuanan. This document here (The Ta Shu Shan Project) 
states the purpose of the project. When you say did we draw speci- 
fications for the logging operation, generally the type of operation 
was determined and how it would be carried out was mentioned in 
this document. The next step would be to buy the first equipment, 
the road-construction equipment, and equipment for the logging op- 
eration itself, up in the woods. We specified that. 

Mr. Merrow. You were asked to draw these specifications by the 
Chinese Government ? 

Mr. Bucuanan. That is correct, sir. 

Mr. Merrow. And they had conferred with ICA? 

Mr. Bucnanan. Let me qualify that. We were asked to draw them 
and we wrote them in cooperation with the Chinese Government. 
They have a forestry administration with very many qualified per- 
sonnel in it who can write specifications. 

Mr. Merrow. And the ICA approved of drawing these specifica- 
tions? 

Mr. BucHanan. Yes. 

Mr. Merrow. The reason I asked the cost of drawing up these 
specifications—this is along the line Mr. Chiperfield was speaking 
about a few minutes ago—is I want to ask this question : 

In your opinion, since all of this work has been done, would it 
be a waste of the taxpayers’ money to go out there and make another 
survey of the whole business at a cost of several hundred thousand 
dollars? 

Mr. Bucuanan. Well, I doubt if it would cost that much, or any 
sum such as that. I am rather of the opinion it would be a waste of 
our money; yes. 

Mr. Merrow. How much, in your opinion, would such a survey cost 
if that were undertaken ? 

Mr. Bucwanan. Now, you have got to limit the scope of this 
survey. Just what are we talking about? The preparation of a 
sawmill specification or all the study that it took to prepare this 
yroject 2 
Mr. Merrow. I am thinking of the sawmill and the logging opera- 
tion from the time you take the logs down to the sawmill, if you are 
going to make a complete study of the whole business. 

Mr. Bucuanan. I think any organization who undertook to dupli- 
cate this would require from 3 to 6 months’ study in the field to get 
familiar with the situation. I am talking about the project, not the 
sawmill, the whole business. Three to six months. That is, if this 
(the report) had to be duplicated. That would take one very good 
man and probably some backup consultation with the other agencies 
we have there in Taiwan. Then he would be in position to sit down 
and write this document. 

Mr. Merrow. Would you venture how much that would cost? 
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Mr. Bucuanan. It is very difficult to give these off-the-cuff esti- 
mates. 

Mr. Merrow. I realize that. 

Mr. Bucuanan. You see, our staff over a period of years has ac- 
cumulated knowledge of Taiwan Forestry Administration and the 
logging and lumbering industry. It is the accumulation of those 
years of service that goes into a report like this with us. For an organ- 
ization to duplicate that, I would say twenty-five or thirty thousand 
dollars at least to get in and spend time enough to learn the situation 
and come up with a recommendation. 

Mr. Merrow. If they used what you had already done, it would cost 
less ? 

Mr. Bucuanan. Surely. An organization can go into this now 
with all the information assembled as it has been assembled and review 
this whole thing and—I am giving you more than you asked for—with 
the conditions we have today, probably a very good man could do it 
in a month if you found the right man. That is, he would read, study, 
visit the field, hit the high spots, and then either agree or disagree in 
amonth’stime. He would have to bea good man. 

Mr. Merrow. You have been very helpful. You indicate that 
twenty-five or thirty thousand dollars, or even put it up more, would 
duplicate what you have done on this particular project. 

Mr. Bucuanan. On this report, yes. 

Mr. Merrow. Thank you, Mr. Chairman. 

Dr. Morean. Mr. Burleson. 

Mr. Burteson. Mr. Lloyd was acting as your agent in Formosa in 
this particular work and, specifically, the drawing of the specifica- 
tions. Isthat correct ? 

Were these specifications reviewed in your office by other experts of 
your firm after Mr. Lloyd drew them ? 

Mr. Bucuanan. They were reviewed in our Taiwan office by our 
Taiwan staff. The nature of our organization, at the request of the 
client, is to put qualified personnel in the field who can make decisions 
there that are not required to fall back on New York every 5 minutes 
and have us say “Yes” or “No.” 

Mr. Buruzson. J. G. White Co. stood behind these specifications ? 

Mr. Bucuanan. That is correct, it is our responsibility. 

Mr. Burteson. One other clarifying point. Did J. G. White Co. 
review the bids which were submitted on these specifications ? 

Mr. BucHanan. Yes, sir; we did. 

Mr. Burieson. And made recommendations ? 

Mr. Bucuanan. We made definite recommendations by letter. I 
explained that in the normal procurement procedure with ICA funds, 
Central Trust of China issues the invitation, based on our specs, bids 
come back to Central Trust of China, they tabulate them and refer to 
White in Taipeh, usually the five lowest bids. In this case they sent 
all of them to us. Mr. Lloyd and our other engineers in Taiwan 
reviewed all the bids. 

Mr. Burueson. To whom did you make the recommendation? Was 
it to the Nationalist Chinese Government or to ICA or to both? 

Mr. Bucuanan. I will get a copy. I have kind of forgotten. I 
want to give you a specific answer. 
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Mr. Burzteson. While you are looking for the reference in your 
notes, if you will tell us what bids you recommended. Has that been 
in the record, Mr. Chairman ? 

Dr. Morean. No. 

Mr. Buruteson. It would seem that would be proper here. 

Mr. Bucuanan. Here is a letter dated May 6, 1957, addressed to 
Mr. William Yeh, submanager of the purchasing department, Central 
Trust of China. It goes on and mentions this report by project num- 
ber. TaShu Shan logging operation. This letter is our recommenda- 
tion in connection with the bids we examined. 

Mr. Burteson. What bid did you recommend ? 

Mr. Bucuanan. If you would like to get in the record who got 
copies, copies go to CU ‘SA and Mission and the Taiwan Forestry Ad- 
ministration, who are the sponsors of the project. 

Mr. Burteson. Would it be important, Mr. Chairman, to have in 
the record the recommendations of the J. G. White Co. on these bids? 

Dr. Morcan. It would be. Would you submit the letter for the 
record ¢ 

Mr. Burueson. It would seem to be a necessary part of the record. 

Mr. Bucnuanan. They are available also from ICA Washington, 
but l am perfectly willing to leave this copy. 

Mr. Burueson. Lask that that be done, Mr. Chairman. 

Mr. Hays of Ohio. Would you yield? 

Mr. Burueson. Yes. 

Mr. Hays of Ohio. Did you recommend one specific bidder or not? 

Mr. Bucuanan. Yes. 1 will read from it. We reviewed bids by 
number. ‘They come to us numbered although the number does cor- 
respond with a manufacturer’s name, but we handle them entirely by 
number. We reviewed bid 5A, and said it was incomplete and does 
not meet the specifications. We gave seven reasons why. 

Mr. Burteson. Whose bid is 5A ? 

Mr. Bucuanan. Firm by the name of Habac. It was the lowest 
bid, $130,000. 

Then bid No. 7 was by a firm named Wheland. We gave five 
reasons why that did not meet the specifications. Then bid 5B, the 
same name, Habac, and it is incomplete for the same reason as 5A. 

Then bid 8B, incomplete and we gave six reasons why. Then bid 
12C, incomplete, with six reasons why. 

Mr. Hays of Ohio. Whose bid is 12B? 

Mr. Bucuanan. I forgot to give you that; 8B is Mortani, Japanese. 
Did I tell you 12C? Bidder No. 12, six reasons why it is not complete. 

Mr. CarNaHan. Who was that? 

Mr. Bucuanan. That was United States Wallboard. There are six 
bids in that category. 

Mr. Hays of Ohio. In other words, any bid with 12 in the letter is 
United States Wallboard ? 

Mr. Bucuanan. I believe so, because this shows it as 12/C3, I pre- 
sume 12 was United States Wallboard. Central Trust of China 
applies those numbers as they read the bids. Bids are received at an 
open letting that anyone can attend. 

Bidder No. 3 does not meet the specs, gives five reasons. Prescott 
was the bidder. Here is another 12 bid, 12/C2, same comment applies 
for bidder 12/C3; 12/C3 was the one we gave you before of United 
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States Wallboard; 12/C1, same comment applies as for bidder No. 
12/C3; that is United States Wallboard. t at is coming out now. 
Bidder No. 8A, same comment applies as for 8B; 8A was Mortani. 

Now we come to bidder No. 13 and bidder No. 13 was Enterprise; 
$550,580. Our letter in regard to that is quite lengthy. There are 
214 pages; I think that is the letter you are interested in. 

Mr. Hays of Ohio. That is the one you recommended, in other 
words? 

Mr. Bucwanan. You have to listen to this letter, I think, to know 
what it says. I will read it,if you wish. It is not an outright recom- 
mendation at that time. There are points to be clarified. 

Central Trust of China, with the approval of CUSA and the Mis- 
sion, Mission has one man who is a procurement specialist on their 
staff, have a certain stipulated procedure that covers practically any 
eventuality in connection with a bid, irregularities, how they shall 
be handled. In many cases, if it is to the Government’s interest, a 
bidder is allowed to clarify a bid. 

Mr. Burieson. Would that become a negotiated bid by reason it 
was approved conditionally? In other words, under this procedure, 
after you have the bids, is negotiation permitted insofar as dollars and 
cents are concerned ? 

Mr. Bucuanan. Negotiation is permitted with ICA approval after 
all bids have I think, been thrown out. It is not regular procedure 
at all. Normally, clarification is the procedure, where a bid is not 
clear Central Trust of China goes back to the bidder with a letter and 
gets clarification. Then CUSA and Mission and White—well, CUSA 
and Mission, if they determine it is within the rules and regulations 
that they have established for clarification, they will admit it. If, 
however, the bidder attempts to reduce his price unfairly to take ad- 

vantage of a situation, then, of course, that is rejected. 

Mr. Burieson. But that latitude is permitted in negotiation for 
clarification and adjustment and that sort of thing ? 

Mr. Bucuanan. That is correct, sir. 

Mr. Burieson. Without taking too much time, Mr. Chairman, and 
imposing on Mr. Buchanan, if it is permitted, the letter of reference 
should go in the record. 

Dr. Morean. Without objection, it is so ordered. 

Mr. Burieson. Your recommendation of that bid was conditional ? 

Mr. Bucuanan. Yes, it isso expressed. 

Mr. Burteson. What other bids did you recommend, if any ? 

Mr. Bucuanan. There is a list here somewhere of the bids that meet 
the specifications. There is a subsequent letter I want to give you, 
dated July 29, that refers to the Enterprise bid. That was written 
after Mr. Lloyd’s visit to the plant, which I presume he told you about. 

Mr. Burieson. Yes, sir. That should also go in the record, Mr. 
Chairman. 

Dr. Morgan. Yes. 


Mr. BucHanan. The matter clarified is covered in the second letter 


and I will give you that. 
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(The material referred to is as follows :) 


May 6, 1957. 
File Ref. MSA-20.15 
Project No. 84-17—056-9-60446 
Ta Shu Shan Logging Operation 
FY1956—Iuv. No. US—183—D 
One Complete Saw Mill 
Mr. WILLIAM YEH, 
Submanager, Purchasing Department, 
Central Trust of China, Taipei, Tuiwan. 

Dear Mr. YEH: We have reviewed the bids which you have received in answer 
to the subject invitation to bid and which you have forwarded to us. We advise 
as follows: 

The offers of the following bidders do not meet the specifications of the invita- 
tion to bid for the following reasons: 


Bidder No. 5A (US$130,350,000) 
This offer is incomplete and does not meet the specifications for many reasons ; 
the most important being: 
1. A 7% foot horizontal type hand headrig is substituted for the 9-foot 
vertical band specified. 
2. No carriage with set-works is offered. 
A crane is substituted for the chain log lift. 
No live log deck is offered. 
Band resaws are substituted for the edger specified. 
No briquetta machine is offered. 
The bidder does not meet the requirement of having previously designed 
and constructed successful plants of a type similar to that specified. 
Bidder No.7 (US$206,000.00) 


~ 
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This offer is incomplete and does not meet the specifications for many reasons; 
the most important being: 
1. A 6-foot band headrig is substituted for the 9-foot band required. 


2. A 20-foot carriage is offered instead of the 32 foot (10 meter) size 
required. 


3. No lath machine is offered. 
4. No briquette machine is offered. 
5. No planer is offered. 

Bidder No. 5B (US$360,375.00.) 

This offer is incomplete and does not meet the specifications for the same 
reasons as outlined under No. 5A. 

The difference in price between Bidders 5A and 5B is due to Bidder No. 
5B including a chip board plant in the offer which is not specified and definitely 
not required, as a similar plant is now under construction on Taiwan and an- 
other large hardboard plant is in the planning stage. 

Bidder No. 8B (US$449,265.00) 

This offer is incomplete and does not meet the specifications for many reasons; 
the most important being: 

1. No lath machine is offered. 
2. No baler is offered. 

3. Lighting is not offered. 

4. A “dust” motor is listed instead of the pond sawdust pump specified 
to discharge water containing sawdust over screens. 

5. Design and production is based on six head saws whereas only one is 
called for in the specifications. 

6. The flow design is not suitable. 


Bidder No. 12/C3 (US$489,080.00) 


This offer is incomplete and does not meet the specifications for many reasons; 
the most important being: 


1. No planer is offered. 
2. No baler is offered. 
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No chipper is offered. 

No bolter is offered. 

No briquette machine is offered. 
. No lath machine is offered. 


Bidder No. 3 (US$494,000.00) 


ote oe 


oS 


This offer is incomplete and does not meet the specifications for many reasons; 
the most important being: 
No baler is offered. 
No chipper is offered. 
No bolter is offered. 
No briquette machine is offered. 
No lath machine is offered. 


Bidder No. 12/C2 (US$495,265.85) 
Same comment applies for this bid as that stated for Bidder No. 12/C3. 


Bidder No. 12/C1 (US8$511,960.00) 
Same comment applies for this bid as that stated for Bidder No. 12/C3. 


Bidder No. 8A (US$549,200.00) 
Same comment applies for this bid generally, as that stated for Bidder No. 8B. 
Bidder No. 13 (US$563,139.00) 


This offer does not meet the specifications of the invitation-to-bid as it 
limits the time of residence of the construction supervisor to 3 months in the 
amount bid (and provides for only a 3 month extension at a per diem rate), 
whereas the specifications clearly state; “shall require the services of a con- 
struction supervisor for a period of one year from the date of placing the first 
piece of equipment on its foundation; * * *.” 

Also the adjusted cost of materials, equipment, and freight of $486,891.00 
is higher than the $473,500 of Bidder No. 11. (See adjusted costs below.) 

This offer however, does meet the specifications for the invitation-to-bid 
for materials, equipment, and freight provided Bidder No. 11 does not accept 
the contract. The offer does not meet the specifications for the invitation-to-bid 
for supervision of construction and it is not clear if the start-up phase is 
adequately covered. Breakdown figures of the number of personnel and dura- 
tion of service of each, together with clarification of what will be furnished in 
the way of design and supervision engineering should be requested according 
to the specifications and based on the bidder’s original figures and time of 
residence. Such figures and clarification will not be necessary if Bidder No. 11 
signs the supply and engineering contract. 

If our interpretation of what the bidder’s ultimate quoted price is correct, 
it should be computed in the following manner : 


Cor he 


Materials and Equipment B: 
$691,659.00 less 1.2 percent ($5,897.00 rounded) —~----_------ US$485, 561. 00 
Less substation (per CTC invitation-to-bid) amendment No. 
0420: Amount based upon bidder’s item 5 (a), page 18). 
See note below $27,500.00 less 1.2 percent (330.00) _------ 27, 170. 00 


458, 391. 00 








Ocean freight on materials and equipment--..--.-~-----~~- : 29, 412. 00 
Less freight for substation : 
12,000 lbs.=31 percent of $29,412.00__.._....--..----- Pei 912. 00 
I i a eepimenaeaiegpatige edema amaaeeae os 28, 500. 00 
Tee Cer .......... sia Sis eins ge elise ee a ee ree cae 486, 891. 00 
Rugincering: Costs A. Gee Net@... <6. 240~ ke senna = Not complete 


Notre.—The substation on the invitation-to-bid page 4 has been deleted as per 
invitation-to-bid amendment No. 0420, dated February 19, 1957. Bidder orig- 
inally offered the complete substation in his bid under his item 5 (a) at a figure 
of US$27.500.00—1.2 percent FAS. In eliminating this item from his bid he, 
however, deducts only US$12,559.00 for this item instead of US$27,500.00. From 
copy of Stamets Enterprise Company Cable (RCA UF396) attached to your route 
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slip No. 106 transmitted to us, stated ‘‘ * * * Westinghouse advises power center 
item 52 our bid cannot entirely withdrawn since low voltage distribution center 
is required for transformer deletion deduct only 12,559 dollars.” 

Since the substation has been requested to be deleted in its entirety, we believe 
the low voltage distribution center should not be included in his offer. Please 
clarify whether this item can be completely deleted and the US$27,500.00—1.2 
percent FAS fully deducted. Clarification will not be necessary if Bidder No. 11 
signs the supply and engineering contract. 


Bidder No. 11 (US$568,500.00) 


This offier is the lowest bid meeting the specifications for both C & F materials 
and equipment plus engineering and start-up phase in all respects and is accepta- 
ble, provided the following points are clarified : 

1. It is not clear whether the statement American NEAC standard for saw 
mill operation covers motor controls. This should be clarified and, if possible, 
a copy of the standard furnished for reference. 

2. A 16,000 Ibs. used Gerlinger lift truck and a 14,000 lbs. used lumber carrier 
referred to in the bidders letter of March 5, 1957, were definitely not specified in 
the invitation to bid. The machines necessary for the handling of lumber in 
the yard cannot be decided upon until after the yard layout design has been 
finalized and the method of transportation determined. In addition, due to the 
complexity of the rules regarding the purchase of used equipment with U. 8. 
Aid funds and because the bidder did not include these two items in the bid (see 
his letter) it is the Mission’s recommendation that the offer of these two pieces 
of equipment not be accepted. 

if our interpretation of what bidder’s ultimate quoted price is correct, it 
should be computed in the following manner : 


Materials arid Rodinment Bai... Si ee is US$453, 500 
Ocean freight on materials and equipment____-_-~~- ee he ese 20, 000 
Titel CéT 2 -Wo361 bees Ss Baek ae es2d 473, 500 
Engineering Costs A: Including supervision of erection and start-up_ 95, 000 
Total a sd di ssid St bdavdhnee aah ae Sane 568, 500 


Bidder No. 6 (US$569,621.00) 

The same comments apply to this bid as to Bidder No. 13, except that under 
Bidder No. 13 the local agents have deducted a special discount of 1.2 percent 
on materials and equipment FAS and Engineering Costs from the total of this 
bid. All other considerations are the same as those of Bidder No. 13. 

Since the hold-order received by ICA from Washington is still in effect our 
opinions are given on a technical basis only and are not to be construed as being 
an authority for release for contract. We are returning the bids to you, to be 
retained pending lifting of the hold-order. 

Very truly yours, 
THE J. G. WHITE ENGINEERING CORPORATION. 
L. D. Lioyp, Logging Management Engineer. 
ee: SD-CUSA 
ADI-ICA, MSM/C 
TFA 
LERieck—JGW 


JuLy 29, 1957. 
File Ref.: FSA-20.15 
Project No. 84-17—-056-9-60446, Ta Shu Shan Logging Operation, FY 1956— 
Invitation No. US—183—D, One Complete Saw Mill 
Mr. WILFRED LING, 
Manager, Purchasing Department, 
Central Trust of China, 
Taipei, Taiwan. 
DEAR Mr. LING: We have further reviewed the bids which you have received 
in answer to the subject invitation to bid and which you have forwarded to us. 
With further clarification of the offer by Bidder No. 13, we are of the opinion 
that the engineering supervision of erection, and supervision of start-up meet 
the specifications as tendered and as indicated in the invitation to bid. The bid 
of $550,580.00 by Bidder No. 13 is, therefore, the lowest acceptable bid. This 
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is based on a deduction of $12,559.00 in the price of the substation as per CTC 
notice “Serial No. 0420.” 
If our interpretation of what the bidder’s ultimate quoted price is correct, it 
should be computed in the following manner: 
Materials and Equipment B: 
$492,459.00 less 1.2% (5,897.00 rounded) —~_-..-__-_____---_ US$485, 562. 00 
Less substation (per CTC invitation to bid) amendment No. 
0420: Amount based on bidders note on pages 18 and 21 
SO ae Sn a ee ic os ela een amide ro 12, 559. 00 


473, 003. 00 





Ocean Freight on Materials and Equipment as per bidders own 
nen, ae Disstiecicet cients ER atic cine ene 29, 412. 00 


NE ee hk inn Stik cae be adseg eb lege aR tamed 502,415. 00 
Engineering Costs A: $48,750=1.2% ($585.00) _.-...._____.._-__- 48, 165. 00 


Total Contract A&'B,.0 4&4 Basisiiic. oc. ss. abel 550, 580. 00 


For reference, see supporting documents and letters as follows: 

1. Letter to CTC from The Enterprise Company, dated March 16, 1957. Sub- 
ject : Invitation to bid No. UDS—183—D, PA/PIO 84—-17—056-9-60446. 

2. Letter to J. G. White Engineering Corp., from The Enterprise Company, 
dated June 21,1957. Subject: CTC Tender US-183-D. 

3. Letter to ICA/Washington from The Enterprise Company, dated June 22, 
1957. Subject : CTC Invitation to bid US—183-D. 

4. Letter to CTC from Chung Teh Company, dated June 26, 1957. Subject: 
Invitation No. US—183—D, PIO No. 60446. 

It is our suggestion that the lowest acceptable bidder No. 13 ($550,580.00) and 
the next lowest acceptable bidders No. 6 ($557,062.00) and No. 11 ($568,500.00) 
and asked to extend their offerings for at least another 60 days in order for us to 
try and clear this appropriation through the Washington D. C. office of ICA. 

Very truly yours, 
THE J. G. WHITE ENGINEERING CORPORATION, 


L. D. Liroyp, Logging Management Engineer. 
ee: SD/CUSA 


AD/I 
TFA 
LERieck, JGW 
Mr. Bucuanan. Bidder No. 11. This offers the lowest bid meeting 


the specifications. Bidder No. 11, to give you a quick rundown, is 
$568,000 and the low bid of Enterprise was $550,000 ; $18,000 difference. 
It comes out in the two letters that after clarification bidder No. 13, 
Enterprise, then becomes the low bidder. 

Mr. Burteson. Who was the other bidder ? 

Mr. Bucuanan. Bidder No. 11 was Salem. Salem, incidentally, is 
a firm in, I do not know what State, but one of the Northwest States. 
Very well known in the lumbering trade, a good, responsible firm. 

Mr. Hays of Ohio. Right at that point, Mr. Burleson agreed to 
yield to me, would you have been satisfied at the time that either Salem 
or Enterprise was competent to build and furnish the machinery in 
question ? 

Mr. Bucuanan. Perfectly satisfied, particularly after Mr. Lloyd’s 
visit to the Enterprise plant. Frequently our men are sent to Japan 
to ascertain the desirability of making an award to a Japanese firm. 
CUSA and Mission send their men up there. We investigate their 
manufacturing ability. We look over the plant and personnel and 


+ Dp 


——— 








MUTUAL SECURITY PROGRAM 63 


product while there to determine if a low bid should be awarded to 
them. That is exactly what Mr. Lloyd did when he went to Enterprise 
in Ohio. He did two things, clarified their bid and looked over their 

slant to be very certain they are the kind of organization that has what 
it takes to build a good mill. 

Mr. Hays of Ohio. Here is another following question. If someone 
sent a letter to ICA saying either Enterprise or Salem were not com- 
petent to build this mill, you would figure that letter had no value and 
was for some other purpose ; is that right? 

Mr. Bucuanan. That isthe way I would feel about it. 

Mr. Hays of Ohio. Especially if one of the people not recommended 
sent such a letter; how would you evaluate that? We have testimony 
that such a letter was sent. 

Mr. Bucnanan. I have no knowledge of it. 

Mr. Hays of Ohio. I know you do not, but what would you say? 

Mr. BucHanan. You know how you would feel about it. Same as 
I would. You would ignore it because it is from a disgruntled 
bidder. 

Mr. Hays of Ohio. You are an expert and you have been very help- 
ful in my opinion in clarifying this. I wanted for the record your 
opinion as to the competence of either of these companies to build the 
mill in question. 

Mr. Bucuanan. We would be perfectly satisfied to accept a bid 
from either. 

Mr. Merrow. Will you yield? 

Mr. Burteson. Yes. 

Mr. Merrow. Do I understand both Enterprise and Salem clari- 
fied ? 

Mr. Bucnanan. Only Enterprise. The Salem bid outright when 
considered by us was satisfactory. 

Mr. Merrow. You did not ask for clarification ? 

Mr. Bucuanan. No. Excuse me, sir. Let me read another para- 
graph. I will have to take that back. Paragraph No. 2 says it is not 
clear whether the statement American NEMA standard for sawmill 
covers motor controls. This should be clarified. National Electric 
Manufacturing Association, or something. That was raised here, a 
question on that. 

Mr. Hays of Ohio. That was with Salem? 

Mr. Bucuanan. Yes,that was with Salem. They offered a used lift 
truck and a used lumber carrier and stated the prices they are offering 
them for. Inasmuch as those items are not included in the specifica- 
tion, in evaluating their bid we deducted the amounts from their bid 
because we could not buy those items. 

Mr. Merrow. And both companies clarified ? 

Mr. Bucuanan. I presume there must be a letter in the file that 
Salem clarified this point on motors. On point No. 2 we clarified 
that ourselves by eliminating the offer of a used lift truck and used 
lumber carrier. 

Mr. Merrow. After complete clarification by both companies, it was 
your decision Enterprise should have the contract ? 

Mr. Bucwanan. Yes, sir, they were the low bidder. 

Mr. Burueson. I am sure my time is up, but this further question. 

Did you recommend any other bids, other than those two? 
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Mr. Bucuanan. I think so. Bidder No. 6, the same comments ap- 
ply to this as bidder No. 13. Bidder No. 6 was another Enterprise 
bid. They submitted 1 from the home office and 1 through a local 
agent. Either one of those was acceptable when clarified. 

Now there should be one more entry here. 

Mr. Burirson. We may be more interested in another company 
than we would another bid. 

Mr. Bucuanan. There were some higher bids that I think were ac- 
ceptable. I spent 18 months in Taiwan on our staff in 1951 and 1952 
so I havea fair working knowledge of it. It is our procedure to evalu- 
ate normally the 5 low bids as a minimum and then more than that to 
get up to the point where we get 1 or 2 low bidders. Then the high 
bids beyond that we do not waste our time on because it oftentimes 
takes days to evaluate a bid. I know there were some higher bids 
here that met the specs. 

Mr. Burreson. But those two were really the ones on which 
direct 

Mr. Bucuanan. Three that we concentrated on. Bid No. 13, En- 
terprise low bid, bid No. 6, Enterprise's second bid of $557,000, and 
the third lowest bid, No. 11, on Salem, $568,000. 

Mr. Burteson. Two companies involved ? 

Mr. BucHanan. Yes. 

Mr. Burteson. Under your arrangement with the Chinese Govern- 
ment and ICA, it is your responsibility to determine the adequacy of 
the bids and the competence and reputation of the bidder ? 

Mr. Bucuanan. That is correct, sir. That last part, the compe- 
tence and reputation of the bidder, there are times on small items of 
general manufacture when awards are made let us say against our bet- 
ter judgment, but there is not anything you can do about it under 
standard United States Government bidding procedure. That is 
just one of those things. 

Mr. Burteson. I understand. 

Mr. Bucuanan. I have seen awards go for certain items of equip- 
ment that were against my better judgment but under the rules there 
was nothing I could do. In the long run, I am not complaining about 
the rules, in the long run those rules are the best thing for everybody’s 
interest. 

Mr. Burieson. All bidders are required to submit a performance 
bond, are they not ? 

Mr. Bucnanan. I think I can read it to you at a glance. Well, a 
penalty for performance to furnish the item. Now, “that is 0.1 per- 
cent or one-tenth of 1 percent, if they fail to ship on time for each 
day of failure toship ontime. The manufacturer’s standard warranty 
on parts and replacement of defective parts and workmanship is con- 
tained in his proposal. That isnormally 1 year. 

Mr. Burirson. Under this “duty” specifications would not the 
contractor—I am not talking about the manufacturer of a lift or motor 
or saw or some of these other things which go into a mill—but the 
general contractor. Is he required to furnish a performance bond 
for the entire contract ? 

Mr. Bucnanan. Generally not. Here is the reason why. 

Mr. Burteson. That surprises me a bit. 

Mr. Bucuanan. Here is the reason why. It states that the sup- 
plier shall furnish all the equipment and the equipment shall be 
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installed by the owner. Now that is normal procedure in China 
because we have competent Chinese technicians and engineers and 
supervisors. 

Mr. Burveson. This is not a turnkey job? 

Mr. Bucuanan. No, sir; the Chinese actually put this thing to- 
gether under the direction of one man furnished by the supplier. 
In that situation you normally cannot get anyone to give this perform- 
ance bond you talk of. 

If you want to engage him to erect the mill with his own forces, 
then you can ask for a performance bond. 

Mr. Burzeson. I thought that is the way this thing was, but what 
the contractor does in this instance is to ‘lay the machinery on the 
ground at a given spot and then it is assembled there by the Chinese 
Government 4 

Mr. Bucuanan. That is correct, sir. 

Mr. Hays of Ohio. But he did furnish 4 or 5 supervisors in various 
fields, or so we heard testimony yesterday. 

Mr. Bucuanan. One supervisor. 

Mr. Hays of Ohio. One general engineer and 4 or 5 subs. 

Mr. Bucuanan. Directional supervisor and startup engineers. 
The startup engineers, a sawyer, and 2 or 3 others. 

Mr. Hays of Ohio. These details are in the record. 

Mr. Burtrson. The penalties of nondeliverance and noncompli- 
ance under his contract, whatever the percent is, would be applicable 
against the worth of that company in furnishing it and not under any 
bond. 

Mr. Bucnanan. Yes. 

Mr. Burteson. In other words, just on the contract? 

Mr. Bucnanan. Yes. If it is late delivery, you take off one-tenth 
of 1 percent for each day when you pay him. That gets prompt de- 
livery. If anything fails because of poor workmanship or poor ma- 
terials during the first year, he guarantees to replace it. All you have 
is the credit of the people you deal with. That is why we require a 
man to submit evidence of having built successful mills, the number 
built, and where. If he cannot furnish satisfactor y information in 
that regard, he does not qualify and we do not award him the work. 

Mr. Burreson. V ery helpful, Mr. Buchanan. Thank you very 
much. 

Dr. Morcan. Mr. Hays. 

Mr. Hays of Ohio. Mr. Buchanan’s testimony has been clarifying 
and all the questions I had in mind have been asked, or someone yielded 
tometoask. Ihave none at this time. 

Dr. Morean. Any further questions? Thank you, Mr. Buchanan. 

Mr. Bucuanan. Thank you, gentlemen. I appreciate the oppor- 
tunity. I will be available through our Washington office the balance 
of the day if there is anything else I can furnish. I will give these 
two letters to you. Thank you very much. 

Dr. Morean. Thank you, Mr. Buchanan. 

Our next witness is Mr. C. W. Flesher, Assistant Deputy Director, 
Office of the Deputy Director for Technical Services, ICA, Washing- 
ton. With Mr. Flesher is Mr. Howard Repass, operations officer, Far 
East area, Office of Industrial Resources; Mr. William F. Sweeney, 
Far East Area Operations Chief, Area Operations Division, Office of 
Industrial Resources: Mr. Leslie A. Grant, Associate General Counsel ; 











66 MUTUAL SECURITY PROGRAM 


and Miss Laura Hughes, Chief of the China Division, Office of Far 
Eastern Operations. 

Mr. Flesher, the reason why we injected you at this point in the 
hearings is this. Were you responsible for the rejection of the specifi- 
cations for the Ta Shu Shan project ? 


STATEMENT OF C. W. FLESHER, ASSISTANT DEPUTY DIRECTOR, 
OFFICE OF THE DEPUTY DIRECTOR FOR TECHNICAL SERVICES, 
INTERNATIONAL COOPERATION ADMINISTRATION 


Mr. Fixesuer. No, sir. 

Dr. Morgan. Was it somebody in your office who was responsible ? 

Mr. Fixesuer. I think the way that came about was the fact that 
after we received the committee’s letter, we had a meeting in the office 
of Mr. Smith, our Director. I cannot recall who all was there, Mr. 
Saccio, our General Counsel at that time, Mr. Arnold, my chief, Mr. 
Sweeney, and I were there. 

We were trying to brief Mr. Smith about all the problems involved 
in this project. He raised the question then about the specifications 
as to whether or not they were adequate. We replied to Mr. Smith 
that we did not think they were. We went into the subject more fully, 
and I think we replied to you along those lines. There was no one 
individual making those decisions. 

Dr. Morean. For the record here today, will you spell out what 
you think was wrong with the design specifications of this particular 
logging project ? 

Mr. Fiesuer. The specifications are what I would call performance 
specifications, for example, one complete sawmill. That is rather 
general when you think of how you prepare a competitive bid. No 
horsepowers are given on any equipment, no voltage on the motors, no 
r. p. m.’s, no length of carriages, no arrangement of the plant, no lay- 
out of equipment. Things of that kind have not been set forth in the 
specifications, for example, resaw, 6-foot band with line bar and set 
works. It is not suflicient to tell exactly what you should have. 
“Standard baler”—there are all kinds of balers that meet such a gen- 
eral specification. Wood briquetting machine—“standard patented 
machine and dryer.” I would not know what to bid on. 

Mr. Hays of Ohio. Could I ask a question there? 

Dr. Moraan. Yes. 

Mr. Hays of Ohio. How many wood briquetting machines are made 
in the world? 

Mr. Fiesuer. I have no idea. 

Mr. Hays of Ohio. In other words, you are not very competent to 
talk about wood briquetting machines. 

Mr. Fuxesuer. I am not talking about the machines. 

Mr. Hays of Ohio. You mentioned it as one item. 

Mr. Fiesuer. I mentioned it, sir, because the other bidders on these 
specifications objected to the specifications because they said they were 
so general; they could not in their opinion bid competitively, and the 
prices submitted ranged all the way from $206,000 to $925,000. 

Mr. Hays of Ohio. Did they object before they bid on them or after 
they were not awarded the bid? 

Mr. Fiesuer. They objected in their bids to the Central Trust of 
China, took exception right across the line in their bids. 


S' 


é 








MUTUAL SECURITY PROGRAM 67 


Mr. Hays of Ohio. They testified yesterday, the chief objector, he 
did not object until he found out he was not going to get the bid. 
Mr. Fiesuer. Mr. Sweeney, do you have letters on this? 


STATEMENT OF WILLIAM F. SWEENEY, FAR EAST AREA OP- 
ERATIONS CHIEF, AREA OPERATIONS DIVISION, OFFICE OF 
INDUSTRIAL RESOURCES, INTERNATIONAL COOPERATION AD- 
MINISTRATION 


Mr. Sweeney. Two letters were prior to the closing date of the bid. 
The closing date was March 18. ‘This letter from the United States 
Wallboard Machinery Co. is dated December 27, 1956. The second 
letter which raised a question was dated March 12, 1957. 

Mr. Currerrretp. Who was the second letter from? 

Mr. Fiesuer. From the Prescott Co., dated March 12, 1957. Both 
of them before the closing date of the bids. 

Dr. Morean. Are those the only two objectors, United States Wall- 
board and the Prescott Co. ? 

Mr. Sweeney. A third, Sumner Iron Works, dated April 2, 1957, 
also objected or at least raised a question, but the Sumner Iron Works 
was subsequent to the time that the—actually the award was not 
made, but it was subsequent to the closing date of the bids. 

Dr. Morcan. Mr. Flesher, had you not sent word out to make no 
awards before the date of these letters ? 

Mr. Fiesuer. What was your question again, sir? 

Dr. Morcan. Had the ICA not sent word out not to make any 
award before the date on these letters ? 

Mr. Fiesuer. According to our records we sent our notice out on 
January 8 and the Wallboard letter is dated December 27, 1956, and 
the Sumner Iron Works letter is dated April 2, 1957. One is before; 
the other after. 

Dr. Morgan. Mr. Flesher, when did you contact Mr. Fairhurst as to 
possibly making a new survey upon this project ? 

Mr. Firesuer. We received Fairhurst’s letter on January 16. I think 
I contacted him probably a week prior to that date. 

Dr. Morcan. A week prior to January 16? 

Mr. Fiesuer. Probably in that neighborhood, because we received 
his letter dated January 16. 

Dr. Morcan. Who recommended Mr. Fairhurst to you? 

Mr. Fiesuer. I think to explain that I have to go back a ways as 
to how Fairhurst became interested in this project. This brings up 
another sawmill which is in Pakistan. 

At the time I joined the agency, a consulting engineer, Mr. Rambo, 
from Portland, Oregon, had reviewed the specifications for the sawmill 
for Pakistan and had indicated to us in writing that the proposal was 
inadequate to meet the requirements in Pakistan—to saw the size of 
timber available. This was a Government sawmill. I thought at 
that time we should make a greater endeavor, if possible, to get pri- 
vate interests involved. I met with Mr. Rambo in Washington and 
asked Rambo if he knew of anyone in the Northwest in the lumber- 
ing industry that might be interested in taking on the responsibility 
of meeting Pakistan’s lumber requirements in the private sector. He 
said he would try to find someone. Apparently he discussed this with 
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Mr. Fairhurst, because on Mr. Fairhurst’s trip to Washington he 
called on me—I had never met Mr. Fairhurst before. He indicated 
he would be interested in looking into the facts of the sawmill and 
probably making an investment, if various problems could be solved. 
He also indicated at the time that he felt we should do more in trying 
to get private comp: nies, operating companies, to take on these kinds 
of assignments in the undeveloped countries. He showed his willing- 
ness to work with us in that regard. When this Ta Shu Shan project 
came before me—and Mr. Hollister at that time had indicated he 
wanted us to stress the use of private enterprise overseas—my first 
reaction obviously was to think of Mr. Fairhurst and the interest he 
might have in investing in Taiwan in a sawmill. 

I talked to the Fairhurst representative, Mr. Wiener, about their 
interest perhaps in investing in the sawmill in Taiwan because they 
had shown interest in Pakistan. He said under the political cireum- 
stances in Taiwan they would not be interested in investing, but they 
would still work with us in line with Mr. Fairhurst’s indications to 
meearlier. They would work with us from the standpoint of manage- 
ment and see that the training and the plant would be suitable to do 
the job we intended it to do. There are now over 600 sawmills in 
Taiwan. So I asked Mr. Wiener if he would then give me something 
indicating the nature of what would be needed in the way of manage- 
ment, and he said that he would. That is when we received their 
proposal of January 16. 

Dr. Morgan. Was any effort made to obtain any company other 
than that of Mr. Fairhurst ? 

Mr. Firsuer. Yes, sir. Mr. Sweeney contacted the Department of 
Commerce, asking them for rec ommendations for other operating com- 
panies comparable to Fairhurst. 

Dr. Morgan. Would you name some / 

Mr. Fresuer. They gave us Weyerhaeuser, Simpson, Longbell, 
Edward Hines, and Al Pierce Lumber Co. All those companies were 
contacted, and they showed no interest. 

Dr. Morcan. Mr. Flesher, have you ever been to Taiwan / 

Mr. Fiesuer. No, sir. 

Dr. Morean. Do you believe the sawmill should be built as soon 
as possible ? 

Mr. FiesHer. Yes, sir. 

Dr. Morcan. Mr. Flesher, is the logging part of the operation 
going on now ? 

Mr. Fiesuer. It isready. I think that we are going to discuss that 
later. We have some photographs on that. We can give you an 
up-to-date picture of the operation from the photographs. They will 
be ready to go ahead with the logging operations any day. 

Dr. Morean. Mr. Flesher, Mr. Buchanan, the vice president of the 
J. G. White Engineering Corp., whose services are engaged by the 
Chinese Government, testified here this morning these designs and 
specifications are drawn so that the individual bidder that receives 
the invitation actually makes the design of the sawmill. Are you 
familiar with the various bids that were received upon this particular 
project ? 

Mr. Fiesuer. No, sir. I did not personally review any of the bids. 
They were reviewed by the mission and the J. G. White Co. which is 
the normal procedure. 
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Dr. Morean. That was reviewed in the mission at Taiwan ¢ 

Mr. Fiesuer. That is right. 

Dr. Morgan. The mission on Taiwan made a recommendation to 
Washington for the acceptance of one of these bids? 

Mr. Fiesuer. I do not believe they did. 

Mr. Sweeney. There was no recommendation. The procedure, as I 
understand it, in our mission is that when proposals are being con- 
sidered the mission takes no part in the decision as to who shall 
receive the awards. ‘The Chinese Government makes the evaluation 
and makes the decision and my understanding in this particular case 
is that no decision was ever made as to the final selection for award 
of the bidder as a result of the examination by the Chinese. There 
was no final selection made. 

Dr. Morcan. But Mr. Buchanan just testified that the J. G. White 
Co. had made recommendations to the Chinese Government. 

Mr. Sweeney. It is probable they did, but I have no knowledge of 
that. I do have knowledge of the fact that the award was not made. 

Dr. Morcan. Mr. Hays. 

Mr. Hays of Ohio. Whose fault was it that the award was not 
made? 

Mr. Sweeney. I donot know. 

Mr. Hays of Ohio. You are not under oath yet, but just remember 
the Chinese Government wanted to accept the J. G. White recom- 
mendation. You testified to that in my office. It is right here in 
the transcript. 

Mr. SwEeEneEY. I am sorry, my friend. 

Mr. Hays of Ohio. I showed you a letter from the Chinese Govern- 
ment. saying that they wanted a sawmill and they were willing to 
accept J. G. "White's recommend: sles and somebody down in your r de- 
partment stopped it. Is that not so? 

Mr. Sweeney. In the first place, 1 have never seen you before. I 
was never in your office. 

Mr. Hays of Ohio. What is your name ? 

Mr. Sweeney. My name is Sweeney. 

Mr. Hays of Ohio. You are right. Mr. Flesher is the one that 
brought your name into this and said that somebody down there did it. 
I will have to go through this record and find it, but your name came 
into it and that you people had stopped the bid from being awarded. 
Did you not tell me that, Mr. Flesher ? 

Mr. Fesurr. We sent a cable to the field requesting that no award 
be made. That is correct, sir. 

Dr. Morgan. On January 8, 1957. 

Mr. Hays of Ohio. You knew the Chinese w anted to buy a sawmill 
and that they w - willing to accept the J. G. White recommendation. 

Mr. Fiesuer. I did not t know that. 

Mr. Hays of Ohio. You did not ? 

Mr. FLesuer. No, sir. 

Mr. Hlays of Ohio. I think that I can prove that you did. I will 
have to go through this hearing that I have here before me. 

Mr. Fiesuer. | knew that they wanted a sawmill obv iously because 
there was a project to that effect. 

Mr. Hays of Ohio. And nobody in your shop knew that J. G. White 
made a recommendation? There is a letter down there because Mr. 
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Buchanan just showed us a copy of it; Mr. Buchanan, from the J. G. 
White Co. 

Mr. Fiesuer. Have you ever seen it in the files, Mr. Sweeney ? 

Mr. Sweeney. I have never seen it. 

Mr. Hays of Ohio. He left the letter with us, but he said that we 
could get it from the ICA because they have a copy of it. Is that not 
what he said, Mr. Chairman ? 

Dr. Morean. That is what he said. Now, Mr. Flesher, you were 
somewhat apprehensive that the specifications and the design of the 
mill, as submitted by the J. G. White Co., if it were built, would not 
operate effectively ? 

Mr. Fiesuer. ‘That is not exactly right. We have capital projects 
in the world that have not had the benefit of management. I would 
like to say before I joined the agency an industry office memo was 
written on April 4, 1956, approving the project subject to three condi- 
tions—subject to favorable consideration as to the operation back of 
the sawmill. By that we mean management. We wanted to be sure 
we had management for the sawmill. That was before I joined the 
agency. This information unfortunately did not go to the mission, 
and we have admitted that. That was an error and one within our 
own ICA oflices. The specifications, that is, the way they were pro- 
ceeding to acquire the equipment, did not have the benefit of manage- 
ment review. 

Now, I would like to point out to you that at the present time 
there is a business advisory group in Washington, the Committee 
on World Economic Practices. The chairman of this committee is 
Mr. Harold Boeschenstein, president of the Owens-Corning Fiber- 
glass Co. Some of the other members are Mr. Allyn, chairman of 
the National Cash Register Co.; Mr. Henry Alexander, chairman 
of the J. P. Morgan Co.; Mr. Follis, chairman of the Standard Oil 
Company of C alifornia; Mr. Reed, chairman of the General Electric 
Co.; and Mr. Frank Stanton, president of the Columbia Broadcasting 
Co. This committee has not finished its report, but discussions have 
been held with Mr. Smith and strong recommendations have been 
made to him that all capital projects in the future be under a prime 
contract with an operating company. Mr. Smith concurred, and 
today we are working with the Yugoslav Government on a fertilizer 
plant and hope an operating company of such caliber as Allied Chem- 
icals, Phillips Petroleum, W. R. Grace, Spencer Chemical, or other 
companies of that sort will be the prime contractor. 

Mr. Smith, in drafting a letter to the Ambassador, had this to say 
about this particular plant: 

As has been stated to your representative, the International Cooperation 
Administration, which has responsibility for implementation of such projects, 
believes that it would be in the mutual interest of expediting the completion 
of the plant, as well as advantageous technically and financially, that your 
Government avail itself of the services of an experienced operating company 
whose record in the establishment and operation of such a plant will assure 
successful completion and initial test operations of this plant including the 
training of personnel. 

As of December 1, Mr. Smith appeared before the Trade Policy 
Subcommittee of the House Committee on Ways and Means and 
pointed out to them how we are trying to get more private enterprise 
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overseas. Even though a plant is in the public sector, he said in 
effect : 

“Tf the loan is proposed for the public sector we check to see if we 
have adequately endeavored to find some means of accomplishing the 
same purpose through the private sector.” 

I might say here that when I contacted Mr. Fairhurst I had the 
same thought in mind: 


“Also, we endeavor to assure ourselves of efficient management of 
publicenterprises * * *.” 

The point I want to make here is, Have we endeavored to assure 
ourselves of efficient management? I was trying to be sure that this 
project was backed up with efficient management and that has been 
our interest. 

Dr. Morean. Mr. Flesher, was it the two complaints that you re- 
ceived from the United States Wallboard Machinery Co. and Prescott 
that were responsible for you sending out this directive of January 
8, 1957, that no award of a contract should be made? 

Mr. Fuesuer. No, sir. 

Dr. Morcan. What was the reason for this directive that went out 
on January 8? 

Mr. Fiesuer. I think that Miss Hughes can clarify this point, but 
this agency on April 4 sent a cable. 

Mr. Hays of Ohio. April4 of what year? 

Mr. Fiesuer. 1956. Our Industrial Office sent a memorandum to 
our Agricultural Office and I should make it clear here that forestry 
projects are handled by our Agricultural Office. When it comes to saw- 
mills these are handled by our Industrial Office. There is a working 
arrangement here that normally is satisfactory, but in this case it 
broke down. The Industrial Office’s memorandum to our Agricul- 
tural Office was not relayed to the mission. This was April 4, 1956. 
We told Agriculture we wanted them to have management for this 
sawmill, to be sure that they had the proper management before they 
went ahead with it. 

On January 8 a cable was sent to the mission because we had 
learned by checking back (Mr. Holmgreen is head of the Agricultural 
Office in ICA) that this memorandum from Industry had not been 
relayed to the field. It was necessary then to take some action to 
hold up award on this job until we ascertained that we were pro- 
ceeding on the basis of proper management. That was the reason 
for the January 8 cable. 

Dr. Morean. Mr. Flesher, the low qualified bidder on this particular 
sawmill project testified here yesterday that they had prepared a 
very extensive bid and had gone to a great deal of expense in the 
preparation of their bid; that it amounted to over $10,000. Mr. 
Lloyd, who represented the J. G. White Co. in Formosa, was in this 
country and visited the particular plant and was greatly impressed 
with their ability to manufacture this particular type of equipment. 
One of the other firms testified that they had gone to considerable 
expense. 

Was any notification sent out to any of the bidders that the bids 
were not going to be accepted, or were these companies allowed to 
proceed with this expensive preparation of their bids? 
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Mr. F iesuer. Well, this notification of January 8 went out 70 
days before the closing of the bids, and it was not our intention that 
an award would not be made. You must realize that at that time 
we had not seen the specifications and we were not looking into that 
particular phase. What we hoped for was that before they made 
an award we could satisfy nine they had adequate management 
and once that had been determined then they could go ahead and 
make an award. We did not tell them to cancel; we told them to 
hold up the award. 

Mr. Currerrievp. Mr. Flesher, if I understand you correctly, you 
feel that the specifications by J. G. White Co. were not sufficient 
upon which to base an award and for that reason you sent out a 
sable asking them to hold up the awarding of a contract; is that 
correct ¢ 

Mr. Fiesuer. No, sir; that is not. 

Mr. CurrerFIELpD. Please tell us what is correct. 

Mr. Friesner. The J. G. White people in Formosa are technical 
advisers to the Chinese Government. 

Mr. Curperrietp. They are also responsible to the ICA. 

Mr. Fuiesuer. Yes, sir. We do not review all their specifications, 
and we do not review all of the bidding and the awarding of contracts 
that go on constantly in Formosa. 

With regard to some of the major ones we may, or if there are any 
questions about the project, request that the bids be sent to Washing- 
ton for our review. We were proceeding on the assumption that the 
specifications were more than adequate, that competitive bids could be 
received, and that was the procedure we were following. We were 
concerned at that time, without looking at any specifications, that no 
consideration had been given to management. 

Mr. Currerrietp. I can understand why you would want proper 
management. 

Mr. Fiesuer. Yes, sir. 

Mr. Curperrietp. That seems to me to be a logical conclusion, but 
it seems to me that proper management for this project is a separate 
thing. I can see exactly why you would want to be assured there 
was proper management—to see that this sawmill would be brought to 
a successful conclusion with regard to operating efficiency—but that 
is a problem, in my mind, separate from the awarding of the contract. 

Do you now feel there should be a new survey made and new specifi- 
cations presented and new bids sent out, or new awards? 

Mr. Fiesuer. After the question came up and the specifications 
were sent to Washington and we had had an opportunity to review 
them, it appeared to us that the specifications were inadequate. Also 
because various companies objected to the specifications we thought 
it necessary that we review them in Washington. Normally, we 
would not have done so. 

Mr. Cuiperrietp. And you feel now there should be new specifica- 
tions furnished and a new survey made ? 

Mr. Fiesuer. I do not think that a new survey is needed at all. 

Mr. Curperrietp. You do not think that a new survey is needed? 
You can use the report that J. G. White has released as a basis for 
background on this particular project, I imagine? 

Mr. Fiesner. What they would really need now from the stand- 
point of the project is management to take on the responsibility of 
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running this facility. It would seem to us that the management 
should be selected first. so they might have an opportunity of review- 
ing the kind of facility that is going to be erected and be satisfied 
with it. 

Mr. CurperFieLp. It seems that should have been done simul- 
taneously with the beginning of this project. It seems like manage- 
ment came in awfully late. 

Mr. Fiesuer. I would like to restate this again. On April 4, 1956, 
that is exactly ‘what we told the mission, had it been handled right. 
We had approved the project provided they had proper management. 

Mr. CutrerrteLp. Fairhurst did not come into the picture until 
about the time the bids were being submitted ? 

Mr. FLesuer. That is correct, sir. 

Mr. Currerriecp. Did you tell the mission there must be proper 
management or not ¢ 

Mr. Fiesuer. Miss Hughes, will you clarify that point, because I 
think it isa very important one. 

Mr. Curperrie.p. I do, too. 

Mr. Fiesuer. Will you explain where our procedures broke down ? 
There was no individual involved; they just broke down. 


STATEMENT OF MISS LAURA B. HUGHES, CHIEF, CHINA DIVISION, 


OFFICE OF FAR EASTERN OPERATIONS, INTERNATIONAL COOP- 
ERATION ADMINISTRATION 


Miss Huenes. When a project comes into the Washington office of 
ICA, it is reviewed and a notice of approval or disapproval i is sent out. 
At the time that happens, any conditions attached to the approval are 
given tothe mission. In this case,as Mr. Flesher has explained, due to 
an administrative error in the Washington office, the conditions, includ- 
ing the idea of having adequate management for this project, were not 
transmitted to the mission. Instead they received a straight uncondi- 
tional approval for the project, and that is why they went ahead and 
proceeded on the basis of their project plans. 

Mr. Merrow. I just want to ask for the date of the transmission 
of these belated instructions to the mission. 

Mr. Fiesuer. Miss Hughes, did the memorandum ever actually go 
out to the mission ? 

Miss Hucues. I do not believe so, not exactly in that form, but cer- 
tainly the substance was communicated in messages following the Jan- 
uary 8 cable, which was the first one asking the mission to stop action 
and not to make an award on the bids. 

Mr. Merrow. There is no date when it went to the mission ? 

Mr. Sweeney. The first date was January 8 when the cable went out. 
The original objections of the industry division were set forth in a 
memorandum dated April 4, 1956. A memorandum was prepared in 
which it was stated: “We have reservations about this project,” and 
there were three conditions which had to be met before it was approved. 
One of them had to do with the operation back of the sawmill, the 
management involved in the operation of the sawmill. 

Mr. Merrow. That was April 4, 1956, but those specific instructions 
did not reach the mission. 

Mr. F.iesnrer. They were never transmitted to the mission as such 
through an administrative error. 
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Mr. Merrow. Have they been transmitted now ? 

Mr. Fixesuer. I do not think so. I do not know for sure. 

The memorandum of April 4 never went to the mission, but subse- 
quent correspondence has certainly clarified the point, probably more 
so than the April 4 memorandum. 

Mr. Merrow. But that subsequent correspondence was after Jan- 
uary 8, 1957. 

Mr. Fiesuer. It started out January 8, 1957. 

Mr. CurrerFreLp. It seems to me the reason this project was held 
up was because proper management provisions had not been arranged 
for. 

Mr. Fiesner. Yes, sir. 

Mr. CureerrieLp. And now you turn around and offer as an excuse— 
you give the reason for holding it up was the specifications were not 
sufficient and therefore no award should be made and that you should 
have new specifications and then an award be made. The fact is 
whether you consider the specifications loose, indefinite or not, reliable 
companies made bids. They did not seem to have too much diffic ulty. 
There were no objections made beforehand except from one comp: ny. 

Most of the objections came after these companies did not receive 
the award. In other words, you had a very proper motive in holding 
up this project because proper management provisions were not made, 
but when you end up you try to give us reasons for holding it up were 
the specifications were not definite, that they were loose, and therefore 
the award should not be let and new specifications should be made. 
That does not seem logical to me. The management part of it is 
entirely different from the award on the specifications furnished by 
J.G. White. Can you comment on that? 

Mr. FiesuHer. Well, perhaps I did not make myself clear earlier. 
With regard to the January 8 cable in 1957 pertaining to manage- 
ment, as of that time we were going on the assumption that the speci- 
fications were correct and proper; that the bids coming in would be 
satisfactory; that the bids cela be properly compared competitively 
and that an award could be made. We requested the holding up of 
the award until the question of management had been settled. We 
did not enter at that time into the question of specifications. But 
because of questions which had been raised in writing to us from other 
bidders, we requested that these specifications be sent to W ashington 
so that we could have a review of them, and the question of the speci- 
fications came up later. Mr. Smith raised the question himself at a 
briefing meeting on this project. 

Mr. Hays of Ohio. Are you an expert on sawmill equipment and the 
engineering of it ? 

Mr. Fiesuer. No, sir. 

Mr. Hays of Ohio. Are you aware, in the industry, bids are taken 
on what are known as duty specifications and not specific specifications 
geared to one manufacturer’s models? 

Mr. Fiesuer. That is right. 

Mr. Hays of Ohio. Well then, are you sitting here telling us that 
these duty specifications were not all right ? 

Mr. Fiesuer. I am saying that we had them checked with the 
Department of Commerce which does have experts in this field. 

Mr. Hays of Ohio. Just before you go too far I want to tell you that 
I have some letters here from them which say they are not about to 
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be your whipping boy. You may go ahead, but I just did not want 
to boobytrap you. 

Mr. Fiesuer. They did indicate that they did not think the speci- 
fications were suitable. The people who bid on the job did raise ques- 
tions on them. I know that the specifications as such did not hold up 
the project. . 

Mr. CarNAHAN. Do you have the management problem in hand 
now ¢ 

Mr. Fiesuer. I would say that we would have it essentially in hand. 
We started negotiations with the Fairhurst people and those nego- 
tiations were stopped. I do not know whether the Fairhurst Co. would 
still be willing to go ahead on this project or not. I have not received 
anything to the contrary. I assume that we could go ahead and nego- 
tiate a management contract with them. 

' mn CARNAHAN. Just what is the status of the project at the present 
time ¢ 

Mr. FiesHer. We have held up everything in accordance with the 
committee’s request. It is held up until the committee finishes its 
hearing, and we have been advised of your findings. Then we will be 
in a position to take the proper and necessary steps. 

Mr. CarnanHan. Then you feel that a new start with the status quo 
should be made by asking for new specifications ¢ 

Mr. FixesHer. That would be my feeling about it. I am not the 
last word when it comes to that. Mr. Arnold will have to make that 
decision. He is my chief. He is head of the technical services. I 
think that is the general feeling, but depending upon the committee’s 
findings we might have a review made of the proposals. I cannot tell 
you what the agency’s decision might be. 

Mr. CarNnAHAN. What was the date of the committee request ? 

Dr. Morean. March 5, 1958. 

Mr. CarnAHAN. You do feel that the overall project is feasible and 
that. it ought to be carried forward ? 

Mr. Fiesuer. Yes, sir. There is no doubt about that. The timber 
is there. A study has been made of the resources. The market is 
there. I think that it is an excellent project and should be carried out. 

Mr. CarNAHAN. You said that there were objections on the specifica- 
tions from some of the bidders ? 

Mr. FiesHer. Yes, sir. 

Mr. CarnaHan. You mean the unsuccessful bidders ? 

Mr. Fiesuer. I do not know that there has been as yet a successful 
bidder. 

Mr. CarnaHan. The bidders who objected are not the ones whose 
bids were recommended to the mission. 

Mr. Fiesuer. I do not know that I quite understand your question, 
sir. 

Mr. CarnaHAn. Some of the bids were recommended to the mission 
as meeting the specifications. 

Mr. Fiesner. I have not seen those recommendations. If J. G. 
White made the recommendations I have not seen them. 

Mr. CarnaHAN. Which of the bidders objected ? 

Mr. Sweenry. U. S. Wallboard was one, Prescott was another— 
also the Sumner Iron Works. 

Mr. Hays of Ohio. Was the Sumner Iron Works a bidder on the 
whole project ? 
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Mr. Fiesuer. Yes, sir. 

Mr. Carnanan. How many American bidders were there? Some 
of them were foreign firms. 

Mr. Fiesuer. While that information is being looked up I might 
say that the J. G. White Co. in their letter of April 17, 1957, listed the 
following four major manufacturers of sawmills w hom they consid- 
ered to be suitable to furnish equipment on this job and they were 
U. S. Wallboard, Sumner Iron Works, Salem Equipment and the 
Enterprise Co. They did not list Prescott, but of those 4 companies 
2 objected, and Prescott whom they did not ‘list, also objected. 

Mr. Hays of Ohio. Are you aware that the two that objected are 
either the high bidders, or did not bid all the equipment ? 

Mr. Fiesuer. The U. S. Wallboard price we received was 

Mr. Hays of Ohio. They made 12 bids. 

Mr. Sweeney. The particular one that we are talking about was for 
$495,000. The highest bid was Sumner Iron Works at $925,000. 

Mr. Fiesuer. Prescott also objected. Their bid was $494,000. 

Dr. Morean. U.S. Wallboard Co. testified yesterday, as I recall it, 
that their bids ranged from $866,717.25 down to $489,030. 

Mr. Sweeney. I think that spread is close. 

Mr. Fiesuer. That is approximately correct. My information is 
$925,000 down to $130,000, but I would suspect that $130,000 was only 
on part of the equipment. 

Mr. Sweeney. That is the entire spread of the bid. 

Mr. Fiesuer. You are talking of U.S. Wallboard’s prices ? 

Dr. Morgan. Yes. Their low bid is $489,000 and their high bid is 
$856,000. 

Mr. Fviesuer. That is correct. 

Mr. CarnaHan. Were the objections that you received on the spe- 
cifications from the bidders in the form of letters ? 

Mr. FLesHer. Yes, sir. 

Mr. Sweeney. We have copies of the letters. 

Mr. Carnanan. Do you know of anybody personally calling at the 
ICA offices to object ¢ 

Mr. Sweeney. Not to me personally. I have no recollection of any 
of the bidders except representatives of the Enterprise Co. 

Mr. Merrow. Mr. Chairman, these letters of objection are going to 
be placed in the record, but may I ask when they were dated? Did 
they come in before the bids were submitted—the objections to the 
specifications—or after they were submitted ? 

Mr. Sweeney. I think that except for Wallboard they came in with 
or after the bids were submitted. I would like to check that to be 
sure. Two of them came in prior to the closing date of the bids, and 
one of them came in subsequent to the closing date, but as to the time 
with its relation to their submission of a proposal I would like to 
check that. Iam not sure. 

Mr. Merrow. Thank you. I wonder why, if they were going to ob- 
ject on the s _ ifications, the objections were not made then prior to 
the closing of the bid. 





Mr. Sweeney. Two of them were made prior to the closing of the 
bids, and one of them subsequent to the closing of the bids. 

Mr. Merrow. That will be made clear by the record. 

As you have stated, this policy of having the benefit of manage- 
ment was adopted on April 4, 1956, in ICA. 
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Mr. Fiesuer. Yes, sir. 

Mr. Merrow. On December 18, 1956, these bids were requested by 
the Central Trust of China for equiping and building a sawmill. 
Now, the Central Trust of China had been in contact with our mis- 
sion in the field; is that correct ? 

Mr. Fiesuer. That is correct. 

Mr. Merrow. And both agreed that they should request bids, or that 
bids should be requested. Now, you freely admitted the error in not 
informing the field that management was going to be taken into this, 
or that the benefit of management was then going to be considered. 

Now I would like to ask—when an agreement like this is reached in 
the field so that they could request bids in 1956, does that come back 
to Washington, or is the field agreement separate from any direction 
in Washington ? 

Mr. Fiesuer. That field agreement is separate. 

Mr. Merrow. In other words, ICA in Washington is not informed 
that bids are going to be requested ? 

Mr. Fiesner. You see, we approved the project. Going back to 
April 4, 1956, the project was approved in its entirety subject to 3 
conditions; those 3 conditions did not go to the mission. 

Mr. Merrow. They did not go to the mission 

Mr. Firsuer. Had they gone to the mission and those three recom- 
mendations followed, there would have been no further cause for ecor- 
respondence on this job. 

Mr. Merrow. If they had gone to the mission bids would not have 
been requested at that time ? 

Mr. Fiesuer. Bids would have been requested, but they would have 
taken care of management. Before taking bids they would have 
satisfied themselves they had obtained the services of proper 
management. 

Mr. Merrow. Now on January 8, 1957, orders were sent by the ICA 
in Washington to the mission in Taiwan that no award of contract 
should be made on bids previously requested. Did the firms preparing 
these bids know that even with the submission no award would be 
made ? 

Mr. Fiesuer. Mr. Sweeney, do you have the full text of that Jan- 
uary 8 cable? 

Dr. Morgan. We want to have the full text of the cable in the 
record. 

Mr. Fiesner. You see, Washington did not communicate with any 
of the firms. It had to go back to the mission and the Central Trust 
in China. Central Trust issued the invitation. The mission did not 
issue it and neither did Washington. 

Mr. Merrow. Orders were sent out on January 8 postponing dates, 
and the date that appeared was a arch 18 and the ICA decided that 
they were not going to make any awards on January 8, and these firms 
went on for the rest of the time vetieid January 8 and March 18 in 
preparing bids that would not be accepted anyhow ? 

Mr. Fiesner. They did follow that procedure, but it was not in our 
request. 

Mr. Hays of Ohio. They were not informed that you canceled the 
bids. Pardon me for interrupting. 
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Mr. Merrow. I cannot see why the firms were not informed. If the 
awarding of a contract was not going to be made anyhow, regardless 
of the bids, why should they not have been informed? That is my 
question. 

Mr. Fiesuer. Well, there was some correspondence between the 
mission and the ICA about the January 8 cable. I would say it was 
their responsibility as to whether or not the Central Trust of China 
would decide to advise the bidders. We were not taking bids in 
Washington. 

Mr. Merrow. I know you weren’t taking bids in Washington, but 
there were several firms preparing bids. It seems to me if I were a 
bidder and I knew that the salen date was on March 18, 1957, and I 
were preparing a bid, feeling that the bid would be acceptable, pro- 
vided it was the low bid, and the specifications had been met, and 
then I found out that orders were sent out from Washington that no 
award of contract should be made on these bids previously requested, 
I wouldn’t be too happy about it. I would think somebody, well, shall 
I say, was at fault. 

Mr. Fixsuer. We had no intention on January 8 of not making 
awards. Wesaid hold up award. 

Mr. Merrow. You said hold up. You did not say they would not 
bemade. Yousaid hold up awards. 

Mr. Fiesuer. That is correct. 

Mr. Hays of Ohio. Now, you say you think the whole thing should 
be rewritten. 

Mr. Fiesuer. That is after the specifications came to Washington. 
It was not on January 8 that we made the decision. Here is what we 
said on January 8—I would like to read the entire text: 


Believe no bid awards should be made— 
We didn’t say anything about canceling— 


Believe no bid awards should be made on logging equipment and sawmill pend- 
ing review entire project implementation. Understand fiscal year 1957 PPA will 
contain provision for contract technical services. 

Mr. Hays of Ohio. Isthat the end ? 

Mr. Fiesuer. No, sir. 


If this true, would appear essential these technicians assist planning and 
designing project. 


Mr. Hays of Ohio. But you went ahead and bought the logging 
stulf ¢ 

Mr. Fixesuer. Thatisright. We released that. 

Mr. Hays of Ohio. The thing you are interested in is getting your 
specifications for the sawmill so it will fit one specific bidder, aren’t 
you? 

Mr. Fixesuer. No, sir. 

Mr. Hays of Ohio. You can say that, but you do not convince me. 

Mr. Firsuer. The rest of this is— 


Request complete concise description, plans, and total cost development of 
this project, including factors which determined sawmill specifications. 

That was the one which brought the sawmill—— 

Mr. Hays of Ohio. Why did you not go ahead with part of it when 
you said you wanted overall plans ? 
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Mr. Fiesuer. The logging equipment is such that it had no bear- 
ing upon the management part of this particular mill. 

Mr. Hays of Ohio. But you just said you wanted Fairhurst to man- 
age the overall project and the reason you did not want to go ahead 
with the mill was you thought the manager ought to know what kind 
of equipment he is going to be managing. 

Mr. Fesuer. As far as the mill itself 1s concerned, the kind of lum- 
ber, what it is going to produce, railroad ties, saw lumber, kiln-dried 
Jumber, grading of Saale in the domestic and foreign mar ket, there 
are many aspects of it that come into the business side of this whole 
operation. 

Another thing I want to point out, we have two codes, the logging 
equipment and forestry side of this project is handled by Agriculture. 
It is the sawmill which is handled by industry. That is where the 
split comes. That is part of the difficulties in this particular project. 

Mr. Merrow. As a matter of policy, when something like this hap- 
pens so that the awards are going to be held up, and the mission has 
already asked for bids, whether it be in this country under considera- 
tion or any other country, and the date for the submission has been 
set, shouldn’t the people who are bidding be notified of the change 
in policy? Or notified of that policy? 

Mr. Fiesuer. I think you are correct, 100 percent. 

Mr. Merrow. The proposed Fairhurst mission is to make what 
kind of a study? What did you have in mind, a complete study of 
the specifications of the mill, plus the logging operation? Was it 
confined to these two matters ? 

Mr. Fiesuer. It is the mill itself that we want to be sure of. Maybe 
I can explain this a little differently if I give an example other than 
sawmills. We are now building a fertilizer plant in Korea. We have 
been trying over the past year to get operating companies to manage 
that mill, to start it wp, and to train Koreans. 

We have been unsuccessful in getting a single operating company 
in the United States to take on that responsibility. They have looked 
at the specifications, have actually gone into them very carefully, 
the basic design, et cetera. The reason they won't do it is simply 
this: They say “Gentlemen, the plant is already built. We had no 
control over it, the layout of the plant, kind of equipment selected, 
et cetera. We will be held scene for the production in this plant 
and yet we had no responsibility for it. We won't doit. We are sorry, 
but had we been on top of this job from the very beginning we most 
certainly would have cooperated with you fully, ‘and would have been 
happy to take on the job of managing this fertilizer plant and training 
the Koreans to run it.’ 

What we are trying to say is that we think we should have manage- 
ment who is going to be responsible to run this mill, produce the 
products, both in quantity and quality, and to meet the market re- 
quirements, have something, at least a review of the proposals of 
what is going to be offered before a selection is made. 

Another example might be in earth-moving equipment. You can 
do a job with trucks and shovels or you can do it with scrapers. Many 
contractors go one way or another. When you try to figure out whic h 
is the best it is very hard to determine. Some contractors prefer one 
against another. 
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Mr. Merrow. But the proposed Fairhurst mission will have only 
to do with the logging operation and the sawmill, is that right, and 
no other projects / 

Mr. Fiesuer. No other projects, that is right. This particular 
project. 

Dr. Morcan. Would you yield? 

Mr. Merrow. Yes. 

Dr. Morean. Mr. Flesher, you are saying that people who obtain 
the management contract should select the. type of mill they want? 

Mr. Firsuer. Let’s put it this way. They don’t have the complete 
control over it. I don’t mean it from that standpoint but suppose the 
bidder has proposed a certain size of a saw, and he still is to build the 
mill, then management says “Before you actually manufacture or sign 
a contract, I think the size of that saw should be increased and we 
will negotiate that out.” 

In other words, we will get the kind of mill with equipment in it 
that meets management’s requirements for productivity. ‘That doesn’t 
mean he selects the contractor. That means that before we actually 
place the contract, he will be in negotiations on the equipment that will 
be supplied and they will meet his requirement as an operator to 
perform. 

Dr. Morcan. Mr. Flesher, yesterday we heard testimony from suc- 
cessful bidders on one of your sawmill projects in Iran. He shipped a 
sawmill over there 2 years ago and as I remember it, he indicated that 
it is still over there in crates. 

Mr. Fiesuer. That is not right, sir. 

Dr. Morean. Has there been any solution of the problem? Are we 
going tosend a manager over there ? 

Mr. Fiesuer. That is being taken care of. The George a y Co. 
has been retained, they have been over there for 18 months or 2 years 
to try to get all of our projects straightened out in Iran. That is 
underway at this time, but frankly—I had that project in mind when 
I was thinking of this project. I was going to be sure that somebody 
does not say “Why did you ship a sawmill, and it is still in the crates 
with nobody to run it ?” 

Dr. Morcan. Mr. Stamets, from the Enterprise Co., testified yes- 
terday in answer to a question which I asked, 

Did this bid require that some representative of your company go with the 
mill? 


that— 


Yes, we will have to send a field engineer over, a startup man for the sawmill, 
a planer, the engineer, the trimmer man, 4 startup engineers, a construction 
supervisor for 1 year, and we intend to send a Westinghouse motor man. 

Evidently that was not done with the Iran project. 

Mr. Fiesuer. That is correct. 

Dr. Morcan. Here is one of the successful bidders, a low bidder 
testifying that he is going to send, I think, 30 people along with the 
equipment. The equipment is going to be erected. 

Mr. Fursuer. No, sir. That is for the startup part of it. Even 
with management there, if they were selected for the job, we would 
still want startup engineers on the project to be sure that they are 
meeting their guaranties. But what we are after in management are 
people who are going to continue to operate. 
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For example, let’s say Fairhurst with their own money were build- 
ing a mill in the United States. They still would require the supplier 
to “furnish a startup engineer, to arrange the equipment to be sure that 
the equipment is running properly before they would accept it. It is 
up to the engineers to get their equipment properly adjusted and run- 
ning so it would be acceptable by the purchaser. 

Dr. Morgan. They are sending more than an instructor. They are 
sending 30 people according to the testimony. This was listed under 
the specifications prepared by J.G. White Co. 

Mr. Fiesuer. Whatever they feel would be essential to start up 
their equipment. I don’t know whether it would be 30 or not. 

Dr. Morean. Mr. Merrow. 

Mr. Merrow. I have one question, and I then am through. 

What if the Fairhurst mission were to go over, as you contempI: ite ? 
What will it cost / 

Mr. Fiesuer. The way that was set up, we broke it down into 2 
items: $75,000 up to a point where we would be able to place the ma- 
terial under contract and start manufacturing, and from that point 
on, the management’s pay would come into the picture and that is 
more indeterminate because it would be based on the number of peo- 
ple there, on a man-month basis and how long the individuals would 
have to stay there before they were able to train Chinese to take over 
their responsibilities and come home. So it would be on a continuing 
basis, perhaps for 18 months or 2 years. It would depend upon the 
number of people there during that period. That is, the management 
force, and in each case, we would approve the salary and qualification 
of each individual going over. So we would have constant control of 
the cost, but to say how much it would cost I think would be pretty 
hard to determine exactly, because it is not a fixed amount. 

Mr. Hays of Ohio. Did you earmark any money for this? 

Mr. Fiesner. As a budget item I believe we earmarked $600,000 
for everything. 

Mr. Hays of Ohio. In other words, you can talk about a figure, 
then. 

Mr. Fiesuer. That was a budget item. We had to have some 
figure. In other words, our contract office could not enter into a con- 
tract until the money has been budgeted for it. 

Mr. Merrow. Do I understand you may or may not use the bids 
that have already been submitted to get this sawmill in operation if 
you send Fairhurst over / 

Mr. Fiesuer. Well, sir, as an individual I cannot answer that. I 
cannot speak for the agency on that point. 

Mr. Merrow. You do not know whether all of this will be washed 
out and we will start from new ? 

Mr. Firsuer. I know the agency, and it was not an individual de- 
cision, but the agency sent a letter to the committee and indicated the 
specifications were inadequate. Whether or not after your findings 
here we will maintain that position, I can’t answer. 

Mr. Hays of Ohio. Suppose this committee ordered you to follow a 
certain course of action. 

Mr. Fiesuer. That decision I presume, would be Mr. Smith’s deci- 
sion, not mine. 
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Mr. Hays of Ohio. If Fairhurst would be willing to go out there 
and work with the equipment of any one of the bidders that met the 
specification, wouldn’t they run the mill ? 

Mr. Flesher, they have stressed that with you, have they not? 

Mr. FiesHeEr. No, sir. 

Mr. Hays of Ohio. They have told me they have. 

Mr. Fiesuer. Well, as a company, they will work with any com- 
pany, of course. 

Mr. Hays of Ohio. Could I ask a couple of questions relative to 
what you were asking ? 

Mr. Merrow. I am through. 

Mr. Hays of Ohio. Are you satisfied with the work of J. G. White 
and the work they have been doing in Formosa? 

Mr. Fiesuer. Generally speaking, yes, sir. There are certain items 
that have come up where I think we do not see eye to eye with J. G. 
White on some projects. 

Mr. Hays of Ohio. J. G. White said that any one of 2 or 3 of these 
bids met the specifications and would do what you people have outlined 
you want done, namely, produce a given amount of certain types of 
lumber. Do you think Fairhurst would be willing to work with that 
equipment and take over the management of the project? 

Mr. Fiesuer. I would think you ought to direct that question to Mr. 
Fairhurst. I can’t answer that question. 

Mr. Hays of Ohio. I will. 

Dr. Morean. Mr. Burleson. 

Mr. Burieson. Mr. Chairman, if I may ask one question, and with 
your permission I shall be glad to yield my time to Mr. Hays. 

I just learned this morning, Mr. Flesher, from a previous witness, 
that this is not a turnkey job, which surprised me somewhat. 

As a matter of policy, does ICA favor or disfavor the turnkey type 
of contracts? 

Mr. Fixsuer. If the turnkey job is to be carried out as a prime con- 
tract with an operating company, we would favor it, but where the 
turnkey job is with the supplier of goods, we generally disfavor it, 
because we would want to bring in a consulting engineer to review the 
entire project from its technical standpoint. It depends on whom the 
turnkey contract is with. 

Mr. Burieson. Well, by a turnkey contract, do you mean you would 
have instances where you would have a turnkey contract with the 
builder and the operator of the project ? 

Mr. F.irsHer. The turnkey job would depend, as I pointed out in 
earlier testimony, in regard to the Yugoslavia fertilizer plant, upon 
any one of the operating companies such as Allied Chemical, Phillips 
Petroleum, et cetera. Then we would look to them to see that the entire 
job is done, engineering, procurement, etc., but on the other hand, we 
wouldn’t want to have a turnkey job with the supplier of goods for 
that fertilizer plant, without an engineering firm doing the engineer- 
ing and reviewing the project, as a consultant to us. 

Mr. Burteson. But you do have turnkey projects ? 

Mr. FuesHer. Yes, sir. 

Mr. Burteson. More than you have of this nature, or less? 

Mr. Fixsuer. I would say less turnkey. 

Mr. Burteson. Thank you. I shall be glad to yield the remainder 
of my time to Mr. Hays. 
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Dr. Morcan. Mr. Hays. 

Mr. Hays of Ohio. Mr. Flesher, did you have any contacts from 
United States Wallboard Machinery by telephone, objecting to these 
specifications ? 

Mr. F esuer. I personally did not have. Maybe some of the other 
people did have. 

Mr. Sweeney. I[ have no recollection of it. 

Mr. Hays of Ohio. Mr. Chairman, I would suggest in view of some 
of the testimony, that you consider subpoenaing the records of the 
telephone company about their calls, between United States Wallboard 
and the agency. I think that would be a valuable thing to have. 

Did anybody down in your agency tell the Enterprise Co. or their 
representative that as a result of coming to Senator Lausche and my- 
self that they would not be considered, or certainly be considered un- 
favorably for any further business with the ICA ? 

Mr. Fiesuer. I certainly did not. I hope nobody else did. 

Mr. Hays of Ohio. How about Mr. Sweeney ? 

Mr. Sweeney. I did not. 

Mr. Hays of Ohio. I think again, Mr. Chairman, we will have to 
have this testimony under oath and have these gentlemen testify 
under oath because there is certainly conflict there. 

Did you have any conversation with Fairhurst or they with you 
about their being willing to manage this project if you bought either 
one of these responsible bidders’ machinery ? 

Mr. Fresuer. No, sir. 

Mr. Hays of Ohio. You never got that far? 

Mr. Fiesuer. No, sir. 

Mr. Hays of Ohio. They were pretty anxious to get this contract, 
were they not ? 

Mr. Fiesuer. I wouldn’t interpret it as being anxious at all. I 
would say they were willing to cooperate with us, but I never received 
any indication that they were anxious. 

Mr. Hays of Ohio. Would you consider them to be anxious if I had 
told you they had at least 10 people contact me asking me to withdraw 
any objections I had to their being hired? Would that appear to you 
to be anxious? 

Mr. Fiesuer. Yes, sir; it would be. That is the first time I have 
heard that. 

Mr. Hays of Ohio. I have one other question: You sent out a 
message some time in January 1958 to the mission that you were 
going to set up somewhere in the neighborhood of $650,000 for manage- 
ment over a 2-year period for this project, did you not ? 

Mr. Fiesuer. I believe that is correct. 

Mr. Hays of Ohio. Would you give me the reason why this in- 
formation was marked “classified and confidential” ? 

Mr. Fiesuer. Miss Hughes, can you answer that? 

Miss Hueues. I would like to check it, but I think it was because 
part of the funds might be set aside as part of future years’ programs 
which were not out of the discussion stage yet. I think that is the 
reason. In other words, $325,000 had already been set up out of past 
years’ programs, and any message regarding future years’ programs 
would not be considered an unclassified subject. 
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Mr. Fiesuer. If anything goes to the mission, we do not classify it. 
That is, in the Technical Services Office. It would have nothing to do 
with us. 

Mr. Hays of Ohio. Who does take up that phase / 

Mr. Fiesuer. I might say along those same lines, Mr. Smith is 
taking aggressive action. Because of security, I think all of our per- 
sonnel have become secur ity conscious and to be on the safe side they 
will always classify something oon or secret. In other words, 
they overclassify, to be safe. I don’t think there is anything neces- 
sarily significant to the fact because I have seen a lot of documents 
marked “Secret” and I have seen nothing secret about them. Mr. 
Smith has issued instructions not to overclassify these documents. 

Mr. Haysof Ohio. Isthe Korean fertilizer operation running ? 

Mr. Fixesuer. No, sir. The plant isn’t finished yet. 

Mr. Hays of Ohio. How long has that been in the works / 

Mr. Fiesuer. About 3 years. 

Mr. Hays of Ohio. Would you have any rough idea how many 
millions you have in that so far? 

Mr. Fiesuer. We have something in the order now, I think in round 
figures, between $35 million and $40 million. 

Mr. Hays of Ohio. You are not producing anything at that plant / 

Mr. Fiesuer. No, sir. We are not scheduled to produc e there yet. 
That is a big project. It is scheduled to start production, I think, in 
about June of next year, if my memory serves me right. 

Mr. Hays of Ohio. Somebody said that plant was producing in 
Korea 

Mr. Fiesuer. Did you say Korea or Taiwan? The one in Taiwan 
is producing. 

Mr. Hays of Ohio. I was asking about the Korean one. It is pos- 
sible I might have had them confused. 

Mr. Fiesner. The one in Taiwan is completed. 

Mr. Hays of Ohio. Do you have competent management for the 
Korean plant ? 

Mr. Fiesuer. We have the best we can get. 

Mr. Hays of Ohio. Did you shake your head “yes” or “no”? 

Mr. Swreenry. Have we competent management for the Korean 
plant ? 

Mr. Hays of Ohio. Yes. 

Mr. Sweeney. We haven’t any management at all. 

Mr. Hays of Ohio. For the Korean fertilizer? 

Mr. Fiesuer. That is right. 

Mr. Hays of Ohio. You are going ahead with that without any 
management ¢ 

Mr. FLesuer. We contacted every major operating company in the 
United States to see if they would undertake that job. We were 
unsuccessful. Negotiations are now under way in Korea to try and 
develop a management contract, with the McGraw Hydrocarbon 
people, the builders of the plant. 

Mr. Hays of Ohio. How much do you have tied up in that without 
any management ? 

Mr. FLesner. Between $35 million and $40 million. 

Mr. Hays of Ohio. In other words, you are willing to go ahead and 
tie up $35 million or $40 million with no manager in sight vet but 
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you were not willing to tie up a half million dollars until you had 
hired somebody from $600,000 to manage it ? 

Mr. Fursner. We have been fully aware of the need for good man- 
agement on that project and, as I say, and I want to emphasize, we 
have done everything in our power to get good management for 
that job. 

Mr. Hays of Ohio. One final question: I am sure I will anticipate 
your answer, but I hope as the chairman of the State Department 
Organization and Foreign Operations Subcommittee I can go into it 
at length. 

Would you say it is a fair statement a good many times in that 
agency down there your left hand doesn’t know what your right hand 
is doing ? 

Mr. FLEsHER. I would not say that is the case. I think like all 
agencies, no one seems to ever hear about the good jobs we do; if we are 
in trouble then everybody hears about them. I think generally speak- 
ing the bulk of our jobs go along fairly well. 

Mr. Hays of Ohio. I might ‘tell you I have been in 35 countries of 
the world and outside of Western Europe I have never run into a 
good job you have done. If you have any, I would like to know about 
it. I am going to the Near East, in January and I would like to 
look at one. 

That is all, Mr. Chairman. 

Mr. Merrow. Just one more question, Mr.Chairman. The order on 
January 8 was sent out to hold up the awarding of these bids. The 
specifications that had been presented had not been gone over here in 
Washington prior to that ? 

Mr. FLesHer. No, sir. 

Mr. Merrow. So the only reason then for holding up the award on 
the bids was because of the management situation and had nothing 
to do with criticism of the specific ations, is that correct ? 

Mr. FiesHer. That is correct, sir. As of that time we had not 
reviewed the specifications, and we are neither for nor against. 

Dr. Morcan. The subcommittee stands in recess until 2: 30. 

(Whereupon, at 1:10 p. m. the hearing was recessed, to reconvene 
at 2:30 p.m. the same day.) 


AFTERNOON SESSION 


The subcommittee reconvened at 2:30 p. m., Hon. Thomas E. 
Morgan (chairman of the subcommittee) presiding. 

Dr. Morcan. The subcommittee will come to order. 

Our first witness this afternoon is Mr. A. W. Fairhurst. Mr. Fair- 
hurst is the principal owner of lumber companies, mostly in the Pacific 
northwestern part of the United States. 

Mr. Fairhurst, I wonder if you would give us a summary of your 
business connections in the Pacific area in this country. 


STATEMENT OF ALFRED WILLIAM FAIRHURST, CHAIRMAN, BOARD 
OF DIRECTORS, FAIRHURST COMPANIES 


Mr. Farruvrst. I anticipated something like that, although I 
haven’t any precise knowledge of just what might be asked of me here, 
so under that assumption, however, I have made up a few notes to 
refresh my memory. 
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I was born in Park City, Utah, on July 18, 1897, and went to the 
public schools in Seattle and Tacoma, Wash., and eventually the Uni- 
versity of Washington, College of Forestry. 

In 1918 I attented officers’ training school in the United States 
Army Engineers and in 1919 I became proprietor of the Tacoma Retail 
Lumber Yards in Tacoma, Wash. 

In 1923, we incorporated, and I formed the Fairhurst Lumber Co., 
and was the president and general manager. 

In 1926 I formed the Tacoma Eastern Lumber Co. of Tacoma, 
Wash., of which I was the president and manager, and in 1930, along 
with my other things, I was director of the Army National Bank in 
Tacoma, Wash. 

In 1931, after having made a trip to China, we incorporated the 
China-America Corp., Ltd., and on my trip to China, the possibilities 
were such as to encourage us to eventually open a lumber yard in 

Nanking and also one in Shanghai. Then, in the succeeding years, 
from 1923 up to 1956, in fact, I was concurrently president of these 
following companies. I will follow each by the States or the countries 
in whie hi they are incorporated: 

Fairhurst Lumber Co., Washington 

Fairhurst Lumber Company of ‘Idaho, Idaho 
Fairhurst Lumber Company of Oregon, Oregon 
Athena Mill Co., Oregon 

Oregon Western Timber Co., Oregon 

California Eastern Timber Co., California 

Fairhurst Lumber Company of California, California 
Fairhurst Mill Co., California 

Fairhurst Enterprises, Inc., California 

Los Angeles Lumber, Inc., California 

Trinity “National Lumber Cor p., Fort Seward, Calif. 
Industrial Plywood C a Willets, Calif. 

Industrial Plywood Sales Co., Calif. 

Plywod Fabricators, Inc., C alifornia 

Plywood & Veneer Products Co., California 

China America Corp., Ltd., Washington 

A. W. Fairhurst Co., Ltd., Hong Kong, Crown Colony. 

Dr. Morean. I think that will cover your background : adequately. 

Mr. Farruvrsr. Do you want a little résumé of the activities? 

Dr. Morcan. No. Mr. Fairhurst, have you had any contracts 
previous to this initial offer with ICA? Have you done any work 
for ICA? 

Mr. Farruurst. No, never. 

Dr. Morcan. You have never done any work for ICA? 

Mr. Farruurst. No. 

Dr. Morean. Mr. Fairhurst, what was your contact with ICA in 
this present offer on the Ta Shu Shan mill in Taiwan? 

Mr. Farruurst. Well, it came about in this way: 

In 1955 I took a trip around the world, and stopped over in April 
1955 for a few days in Hong Kong, where I visited with my former 
manager for our operations in China, Mr. H. S. Wu. We had been 
corresponding, and he was very anxious for me to come and see 
him; in fact, I made this trip around the world to call on him and 
on other agents we had. At that time he told me that some of our 
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old friends in the Chinese Government on Taiwan were giving deep 
thought to the problem of the development of the large timber re- 
sources of Taiwan, and had asked Mr. Wu to urge me to take a trip 
over there and look into the situation, and give them my ideas or 
some suggestions as to how they might proceed with the development 
of these resources. 

I told him that I had not provided for such time on that trip, and 
continued on around the world but did promise that 1 would come 
back as soon as possible. 

So, in January 1956, I made a special trip down there to go to 
Taiwan, and Mr. Wu came with me. I stayed until, I think it was 
February 7. There I met and discussed the development of those 
timber resources with a number of the Chinese officials, and many of 
them were friends of old standing back to the thirties. These various 
ones that 1 did meet were such people as Gen. Chen Cheng, the Vice 
President of China, Gen. Cheng Kai Min, Chief of the Department 
of Security, Gen. Kiang Piao, Minister of Economics, Mr. Py Heu 
Minister of Finance, Mr. R. C. Chen, general manager of the Bank 
of China, Mr. Yu Yao-Jan, the elder statesman, president of Cen- 
tral Yuan, Governor Yen, Governor of the island of Taiwan at the 
time. 

Also it was under his jurisdiction that these forest projects in 
Taiwan were lodged as we understood it at that time. 

I also met Mr. Pi Tso Chiong and Mr. Tao Yu-Tien, respectively 
the Director and Deputy of the Taiwan Forestry Administration. 
Also Mr. Tsange Jen-Tao, Director of the Taiwan Supply Bureau, 
and Dr. K. T. Li of the Industrial Development Commission, Mr. 
Y. K. King, Chairman of the Preparatory Commission for the Ta 
Shu Shan Forestry Project, Mr. Martin Wong, Secretary General of 
CUSA, Dr. T. H. Shen, commissioner of JC RR, Dr. C. C. Chang of 
the Industrial Development Commission, Gen. Liu Mu Chun, Chief, 
Third Bureau in the Generalissimo’s office, who had been my friend 
since 1931. 

S. H. Wang of the legislature, Mr. Y. T. Chen of the Central Bank 
of China, Li Fe Tuan, former head of the Purchasing Commission 
of the Ministry of R: ailw ays, whom I had known since the thirties, 
and Ambassador C. P. Chen. All of them are highly interested in 
the proper and amano development of the timber resources of 
Taiwan, which they had characterized to me as in their opinion being 
among, or this project being among the most important of the natural 
resources of Taiwan to be dev eloped. They asked for an expression of 
my views and how the development of these resources should take 
place, so I made a trip throughout the island, all the way from the 
north end, right down to Kow Chen, in the south end, and stopped 
at. a number of the milling operations that were being carried on, such 
as they were, and at the conclusion of that trip my Chinese friends 
again asked me about my ideas about how the development should 
proceed, and ultimately they asked that I submit a proposal to ICA 
and to them for a technical assistance program under which I would 
head a team to supply management service, because to me it seemed 
that the first thing they had to have was some management, some 
program, and purpose. 
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Dr. Morean. Mr. Fairhurst, the Chinese people themselves asked 
you? 

Mr. Farruurst. Yes. After I had made my trip I paid my cour- 
tesy calls around and naturally each asked, “What did you see and 
what are your suggestions?” Then I called on many of the American 
officials in Taiwan, in our Embassy, and in ICA, and had some pre- 
liminary discussions with them. 

I told my Chinese friends again that before committing myself, I 
would have to give the matter some thought, and I returned to the 
United States to discuss this whole proposition with my associates at 
home, principally my brother and nephew. The three of us own or 
control these various companies that I have mentioned, but in May 
of 1956 we prepared a technical assistance proposal which was pre- 
sented to Mr. Davenport, of the United States Embassy in Taiwan, 
who in turn was to pass it on, I believe did pass it on to Chairman 
Chiang of the Industrial Development Commission, who stated in a 
letter to the American Embassy dated August 11, 1956, the appreci- 
ation of the Chinese for the transmission of the proposal, and he said 
that, and I quote: 

For the implementation of the project, IDC has requested the provincial gov- 
ernment to set up a preparatory commission for the establishment of a corporate 
body for the Ta Shu Shan forest management. 

After being organized, the preparatory commission is expected to formally 
take tip the negotiation with A. W. Fairhurst Co. for technical services. 

On November 6, 1956, Gov. C. K. Yen wrote me a letter giving an 
expression of appreciation for the interest we had taken in the project 
and stated continuation of the proceedings should follow the pre- 
scribed proceedings by ICA, inasmuch as the Chinese had hoped that 
aid funds would be made available to them for the dev elopment of 
their timber resources. 

Meanwhile, on September 6, 1956, I arrived in Taiwan on the invita- 
tion of these Chinese friends, and that was my second trip during that 
year, principally for the purpose of taking up the matter of our pro- 
posal in person, with the pertinent American officials in Taiwan, in 
accordance with the wishes of our Chinese friends, who had informed 
me that projec ts of this type had to originate in Taiwan, and after 
processing in Taiwan, would be forw: arded to the he: idquarters of ICA 
here in W. ashington. 

While in Taiwan on this trip, I conferred with a number of the 
American officials again, including members of the Embassy staff, and 
of the ICA mission. 

In connection with the proposal I had submitted, the head of the 
ICA staff and his assistant told me that I could pursue 1 of 2 courses: 
I could have a subcontract under J. G. White Co. or, if not agreeable 
to this, the matter would have to be referred to ICA, Washington, and 
competitive bids would be invited from firms on our proposal. 

After discussing this with our friends, it was decided that a subcon- 
tract would not prove satisfactory, for the reason that it appeared to 
us that the principal contractor under whom we would have to w ork, 
and to whom we would have to report, was not an expert in the field 
of forest products, and that the progress and success of our work 
would be hampered if we had to work under persons whose knowledge 
and experience in the particular subject was not equal to or superior to 
our own. 
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It was decided that I should return to America, the Chinese stating 
that they would continue to urge the approval of our proposal by ICA 
mission, and the early submission to ICA here in Washington, so I re- 
turned to the United States about October 23, 1956. 

Meanwhile, in June 1956, Mr. Raymond Davis and Mr. Bonner, of 
ICA in Washington, had gotten in touch with our Washington, D. C., 
office, Mr. Wiener, to inquire if we would be interested in a lumber 
matter in Pakistan. At this time these gentlemen did not know we 
had submitted a proposal in Taiwan. We asked for details of the 
Pakistan matter and were informed that some years prior thereto 
ICA had committed itself to give the Pakistan Government a saw- 
mill for the production of railroad ties and small bridge timbers, and 
that a small amount of money had been allocated for that purpose. 

We were asked if we would be interested in taking over this as a 
private investment. We replied that we would not be interested and 
doubted if any private company would be interested because investiga- 
tions showed that the forests from which the logs would have to be 
taken and paid for were owned by the Pakistan Government and that 
the Pakistan Government was the owner of the railroads, and would 
be the sole buyer for the railroad ties and products of the proposed 
mill, and we stated that no businessman could allow himself to be put 
in that position in a situation like that. 

We were then asked if we would be interested in starting a pri- 
vately owned sawmill in Pakistan for the sale of lumber to the general 
public in Pakistan. We stated that we could not give an answer to 
this question until we had been provided with the basic figures with 
regard to the potential market, costs of production, and other perti- 
nent factors, and we asked to be provided with these. 

Inquiry showed that these facts and figures were not available for 
Pakistan and a suggestion was made whereby these facts and figures 
could be established. We were informed that messages were sent to 
Pakistan on the subject, but we have never been informed as to the 
outcome. 

At the same time we were asked to give our ideas as to how the 
proposed tie mill might be implemented. We first gave as our opinion 
that the money allocated by ICA for this purpose was entirely insuf- 
ficient. 

We were asked to work up some figures which would give our 
opinion as to how much money would be required to erect and equip 
an economic tie mill, which we did. We were asked also to submit 
a proposal for management services on a tie mill in Pakistan. We 
submitted this proposal also. It was then learned that in the contract 
for the construction of the Karnifuli Dam in Pakistan, there was a 
provision that the contractors of the dam would build a sawmill for 
the purpose of utilizing the logs which were to be taken from the dam 
site, to be manufactured into form lumber for the building of the 
dam. 

We suggested if the proposed mill were to be moved to a slightly 
different location and if the specifications were changed somewhat, it 
would serve a dual purpose, one, to utilize the logs taken from the 
dam site to provide the lumber needed for the Karnifuli Dam and, 
two, at the same time it could supply some of the needs of the 
Pakistan railways for lumber products. 
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We understand that some steps were taken by ICA to effectuate our 
suggestion. We have heard but cannot confirm that no mill in Pak- 
istan has yet been approved and we have heard nothing further 
about the Pakistan project. It was during the discussions on Pak- 
istan that we were introduced to and first met Mr. Flesher of ICA. 

While these discussions on Pakistan were taking place with ICA in 
Washington, we had been having discussions with other officials of 
ICA in Washington with regard to the proposal we had submitted in 
Taiwan in May of 1956. We were told that ICA in Taiwan would in 
due course forward our proposal to ICA, Washington, but inasmuch 
as no word came from Taiwan on this subject, we were told that in 
October 1956 a cable was sent to ICA in Washington, or sent by ICA 
Washington to Taiwan, asking the status of the Fairhurst proposal. 

We were informed that on November 11, 1956, a reply was received 
from ICA in Taiwan, with regard to the status of our proposal. 

Meanwhile, Governor Yen in October of 1956 had sent a letter 
through CUSA to ICA in Taiwan asking for the speedy processing 
and approval of the Fairhurst proposal. 

We were told by ICA in Washington in December 1956 that a PPA 
(proposed project approval), with regard to the technical assistance 
proposal, had arrived in Washington from Taiwan at which time Mr. 
Flesher asked us to submit a proposal to his office in writing. 

On January 16, 1957, we submitted to him essentially the same 
proposal we had presented in Taiwan in May of 1956. 

On February 6, 1957, we received a letter from Mr. W. F. Sweeney, 
Acting Chief, Area Operations, Far East Office of Industrial Re- 
sources, stating that our proposal of January 16 had been referred to 
him for reply, and that the proposal would have to be considered, 
competitively, with at least two other proposals before a final deter- 
mination could be made. 

In March of 1957 we were informed that competitive proposals had 
been asked for of several other American firms, and in July 1957 we 
were informed that no other firm appeared to be interested, and that we 
were to be considered the successful bidder; but that some papers 
would have to be sent back to Taiwan for amendment before further 
proceedings could be taken. 

Later we were informed that the matter would have to be resub- 
mitted for further competitive bids, and again were later informed 
that no other firm appeared to be interested and that we might regard 
ourselves as the successful bidder, and that proceedings would soon 
start, leading to the negotiation of a contract. 

On October 11, 1957, Mr. Ray Connolly, of the Office of Contract 
Relations of ICA, telephoned to state that he had been assigned to 
negotiate a contract with us, and it was agreed that the negotiations 
would commence on October 14, 1957. The negotiations proceeded 
until March 1958, when we were told that the contract negotiations 
would have to be suspended, pending further advice from the Commit- 
tee on Foreign Affairs. The management services it was proposed 
we would perform embraced in general the following : 

Advices to the extent and nature of the program services, plant, 
facilities, equipment, personnel, and finances required to meet the 
desired objectives, in the light of the local and world markets, local 
and overseas transportation costs and facilities, existing and potential 
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competitive industries in the Far East, the economic policies and 
budgetary resources of the parties principally concerned; advise and 
assist in preparing budgets and cost estimates as necessary for the 
establishment of the project, both as to capital outlay and operating 
budget; prepare detailed plans for the implementation of the pro- 
gram ; prepare the basic organization plan, personnel structure for the 
local staff necessary to operate the project. 

Provide for the establishment of a training program for the local 
personnel in the management and operation of the project; under- 
take the training and supervision of the training of the local personnel 
in all phases of the project; provide plans for the implementation of 
temporary and intermediate steps in the speedy alleviation of the lum- 
ber shortage in Taiwan; provide technical advice, assistance, and in- 
structions in connection with the cruising of the area, prelogging oper- 
ations, logging road systems, logging camps, yard, mill, repair shop, 
transportation, manufacturing and merchandising, both local and 
foreign, and advice as to the establishment of modern operating tech- 
niques; cooperate or advise in implementing the forest management 
plan for the area, provide a field staff to furnish adequate home office 
backstopping for such techniques. 

The field staff would be composed of three teams: A management 
advisory team, a logging equipment operators and work instructors 
team, and mill operators and work instructors team. 

Dr. Morean. Mr. Fairhurst, on your contact with the J. G. White 
Co. in Taiwan, did you have an opportunity to study the specific 
designs of the mill that they recommended to ICA? 

Mr. Farruurst. No; I did not. I have never seen any plans or 
specifications of that mill, other than those that were submitted for 
bid. 

Dr. Morcan. Mr. Fairhurst, as an operator of mills in this country, 
and mills in the Orient, do you have any particular sawmill equip- 
ment that you use in all your mills, or do you use various kinds of 
sawmill equipment ? 

Mr. Farruvrst. We try to fit the equipment to two factors: First 
is the type and size of the timber that has to be put through the 
mill, and, secondly, the product that you have market for and to which 
you hope to convert those logs. 

Now, if you were in very large, heavy timber, you need heavy 
equipment or you are going to be constantly rebuilding that mill 
and eventually wind up with the heavy equipment you should have 
started with, so we make a careful study of those two factors, and then 
the location of the mill has a great deal to do, naturally, with such a 
thing. Then our next procedure is to call in a competent sawmill 
engineering firm that is familiar with that industry, outline to them 
exactly what we want, have them draw the blueprints of the entire 
plant, and various machines, where they would go and what types they 
are, which we will check and be satisfied with. 

In fact, usually we have a pretty good idea of what kind of ma- 
chinery we want, whether we want heavy machinery for cutting long 
logs and big timbers or whether we are going to cut, for instance, 
8-foot studding for small houses and we are in a block of small 
timber. You would close down the first day, perhaps. 

Dr. Morean. These were big logs, were they not? 
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Mr. Farruurst. Yes; most or a great deal of this timber is large 
and, as proposed, we were told, they were to cut 40-foot logs. Just 
what they were going to do with them I don’t know. They do build 
a few ships, maybe, where they need some keel timbers, but the houses 
in Taiwan are generally Japanese type, where they use small sizes, et 
cetera, but we were not consulted on that at all. 

Dr. Morecan. Mr. Fairhurst, this morning during the testimony 
of ICA officials, they referred to the management contract. They 
indicated the company which received the management contract would 
much prefer to pick the individual sawmill equipment. Would you 
be willing to go to Taiwan and manage a mill that was already 
equipped ? 

Mr. Fatruurst. I wouldn’t want to give any guaranties on it. I 
might go and do the best I can, and if it was not the proper equip- 
ment, sooner or later it would prove itself out, whether I was 
manager or anyone else. If the equipment was too light it would 
have to be rebuilt and the proper equipment put in. I wouldn’t say 
that I would not go. Assuming I weal, I would do my best to kee 
it running until it fell apart, if it wasn’t the proper mill and if it 
was too heavy and a cumbersome mill for the product they had and 
wasn’t properly equipped, all you could do would be to recommend 
the.changes that should be sidile in order to eventually fit to the logs 
and the market, which is always the case. 

Dr. Morgan. Mr. Fairhurst, do you know anything about the quali- 
fications or the ability of the J. G. White Engineering Co. ? 

Mr. Farruvurst. No, I do not, only it was quite evident to me that 
I couldn’t see any evidence of anyone there that I thought had suffi- 
cient experience to guide our efforts. That is why I was not interested 
in a subcontract. Had they had a lumber firm down there that I 
thought had as much or more experience than we had, I would have 
been very happy, perhaps, to go along with them and take instruc- 
tions from them. 

Dr. Morean. In your visits to Taiwan, did you ever have any con- 
sultations or did you meet Mr. Lloyd, who represented the company ? 

Mr. Farruurst. Yes. 

Dr. Morean. Did you talk to Mr. Lloyd? 

Mr. Farruurst. Yes. 

Dr. Morean. Do you know anything about Mr. Lloyd’s lumber 
background ? 

Mr. Farruvurst. Well, at one time I know that Lloyd was buying 
logs and scaling logs for a mill in Tacoma, which belonged to some 
very, very good friends of mine. After that, I lost track of him and 
it was only in talking to them down there that we discussed some of 
his experience as a logger, et cetera. I am not prepared to pass on 
his qualifications as a logger. 

Dr. Morean. Mr. Fairhurst, do you know anything about the equip- 
ment manufactured by the Enterprise Company ? 

Mr. Farruvrst. Only from specifications which they sent to me, 
incidentally, and which I had occasion to look over. 

Dr. Morcan. Do you think their equipment, from what you ob- 
served, was good equipment ? 

Mr. Farruourst. Well, I think their equipment is good equipment. 
Whether it is going to fit the exact situation down there, I don’t 
know. I think it would require quite a complete study. 
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Dr. Morean. Did they send you a copy of their complete bid on 
this particular project? 

Mr. Farruurst. They sent me a copy of the mill and equipment 
specifications, et cetera, but no prices were attached to it. 

Dr. Morgan. Mr. Fairhurst, you say that it was during the latter 
part of 1956 that you had made your first contact with Mr. Flesher? 

Mr. Farruourst. Yes. 

Dr. Morgan. And you had submitted this original managing bid 
to the Chinese officials in Taiwan as early as July 1956 ? 

Mr. Farruvurst. I think that was it. 

May I check these dates again ? 

If you don’t mind, I will try to check that date. Perhaps it was 
May. Yes. It was in May 1956. 

Dr. Morean. You heard nothing from either the Chinese officials or 
from the agency in Washington ? 

Mr. Farruvurst. Not until the later date. 

Dr. Morcan. Yousubmitted a new contract here in January ? 

Mr. Farruurst. Yes; we revised it. 

Dr. Morcan. January 1957? 

Mr. Fatruurst. Yes; which was a revision of the original because 
originally we had a little different concept of what was required. 
Then as we made a further study into it, we revised the original 
slightly, but not greatly. 

Dr. Morcan. As an experienced lumberman, would you be willin 
to offer an opinion as to what could go wrong if ICA had gone sheed 
according to the original studies made by J. G. White Co. and built 
the sawmill ? 

Mr. Farruurst. That is almost anybody’s guess, but they certainly, 
in my opinion, would have had to have more organization. It is like 
taking a big ship and saying we will put an engineer on it, you take 
it out to sea. He says, where is my captain, the deck crew, and per- 
sonnel to run this big ship? Without the proper management, over- 
all management and departmental management—there are many facets 
of this lumber business, the forest, the mills. What do you do when it 
is milled? You have to havea sales organization. They have a trade 
deficit to be balanced. The export of this lumber would help to do it. 
They say they have 56 billion feet of timber there. The Japanese had 
600 sawmills, we are told. It is a big project and in my opinion would 
have to start with an organization to run it. The mill is almost inci- 
dental. To put a mill down there and not have it properly organized 
you might as well not send it, no matter what kind of mill it is. The 
organization to run the business properly is most important. I have 
seen many lumbermen who were new at the game, very capable at a 
particular job, start a sawmill and go broke because they knew nothing 
about financing or marketing. 

Mr. Hays of Ohio. Who is running the 600 mills that are there? 

Mr. Farruurst. According to my observation, many of them were 
not running. 

Mr. Hays of Ohio. We have testimony there are 600 sawmills there 
now. 

Mr. Fatruurst. I have heard that. Naturally, I did not see that 
many. 

Mr. HaysofOhio. There aresome there ? 
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Mr. Farruurst. There are some there. 

Mr. Hays of Ohio. They are running? 

Mr. Farruurst. On my tour I saw very few running and those 
running had hardly enough logs to run them through the day. I 
did not know where they would get more. 

To put it to you this way, the only woodworking plants I saw run- 
ning continuously and steadily, turning out a good product, were 
down in the south of the island where they are using Philippine logs 
shipped in from the Philippines. Most of the sawmills I saw were 
running very intermittently. 

Mr. Hays of Ohio. Did you contemplate taking over the entire 
lumber production of the island, or just this one mill ? 

Mr. Farruurst. Our first visualization was to do something to 
modernize these existing mills and get the whole thing going. But as 
this developed, we soon | learned what the Chinese were concentrating 
on was the opening of this new body of timber, the so-called Ta Shu 
Shan area, being separated from the Taiwan For estry Administration 
to be set up as an entirely new modern venture. That is all they 
seemed to be interested in for the moment. We narrowed our visuali- 
zation of their problem down to this Ta Shu Shan project and again 
decided that an over all management with the necessary exports in the 
different facets of the lumber ‘industry would be necessary to get that 
properly started and to operate successfully. 

Dr. Morcan. Mr. Fairhurst, did you question ICA about whether 
they ever received your original proposal that you submitted to the 
embassy in Taiwan? 

Mr. Fatruvurst. I do not recall having requested any reports on 
that. We put in these proposals when it was suggested we do so and 
then patiently waited. 

Dr. Morean. Thank you. 

Mr. Chiperfield. 

Mr. Cureerrtetp. Thank you, Mr. Chairman. 

Mr. Fairhurst, it is my understanding that ICA was and is very 
much interested in obtaining the services of your companies to render 
business management or services in this sawmill project. That is very 
understandable because of the fine background and experience you 
have had. 

Let us assume for the moment your firm would be willing to take 
over the business management service of this project. It apparently 
is necessary that someone that has had experience manage such a proj- 
ect and make it successful. 

You are familiar with the specifications that J. G. White Co, pre- 
pared and submitted for bid. 

Mr. Fatruursr. Yes. 

Mr. CHIPERFIE LD. There were bids made on those specifications and 
apparently 2 or 3 companies at least submitted bids on the specifica- 
tions. If a contract was awarded according to the specifications that 
were submitted by a reliable company and they sent the machinery 
out there and your company managed it, w ould you be willing to go 
ahead and manage this project under those specifications, and w vith the 
machinery furnished under those specifications ? 

Mr. Farruvurst. Again, that is a difficult question to answer. I 
would perhaps be willing to do so, taking no responsibility whatever 
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as to how the mill would stand up or produce. The only complete 
specifications that I have seen are the ones sent to me by the Enter- 
prise Co. The specifications for the mills offered by the other com- 
panies I have not seen. Therefore, I cannot make a comparison as 
to whether some other bidder had a better mill than Enterprise, nor 
have I been able to call in people I know who are more expert in 
machinery perhaps than I am to weigh one against the other. Hav- 
ing only seen the Enterprise bid, I cannot tell you whether the Enter- 
prise mill is adequate or whether it is the best one that was offered 
or not. I have had no basis to make any such comparison. 

Mr, Currerrrecp. I am not interested in the Enterprise Co. or any 
other company, but you do know the bid that they made and the type 
of machinery they were going to furnish under it. Do you think you 
could work this out as a satisfactory project with the machinery from 
the Enterprise Co., without regard to other bids, with your business 
management behind it ? 

Mr. Fatruvrst. Without taking any responsibility as to what that 
mill may do, yes. In other words, I think any mill that goes down 
there and with proper management, they could do the best they could 
with what they have to work with. Whether that is the best that could 
be had to work with, I could not say. 

Mr. Cureerrietp. Do you think there should be a new survey and 
new bids submitted along your recommendation ? 

Mr. Farruurst. I would only say the way we would go at such a 
problem would be to have a mill properly engineered, properly blue- 
printed, in order that all bidders would be bidding on the same thing, 
and that that mill would be such that after the best professional 
advice we could get was the mill that would be suited to the timber 
and the product, 

Mr. Cutrerrretp. Mr. Fairhurst, very frankly, the trouble as I 
see it is, a firm like yours was not brought into the picture in the be- 
ginning, so that you people could work along simultaneously with 
the people out there who were making the study of the project, mak- 
ing the survey, getting their estimates together, and their specifica- 
tions, but ICA allowed that end of it to go on without the super- 
vision and advice of firms like yours until after they made their 
specifications, submitted their bids, and then found they did not have 
a business management behind it ready to go ahead. 

It seems to me that they are making an excuse now that the specifi- 
cations were loose or they were not properly drawn and so on, rather 
than making a proper excuse which was that they did not get a busi- 
ness management service in the beginning. They now say that the 
specifications were improper, rather than admit they did not do the 
job by getting you people or some other firm in in the beginning. 

Specifications were evidently sufficient to make bids on. A number 
of firms bid. No objections were made until after the bids were sub- 
mitted and only after they found out they did not get the contract 
they began to holler. 

What do you think we ought to do in a situation like this? We are 
here for your advice. It seems sort of foolish in a sense to start all 
over again and not take the benefit of the J. G. White specifications. 
Here is a reliable company, apparently with the low bid, perfectly 
capable of filling out their responsibilities under this bid and furnish- 
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ing the material. Then it is suggested to go all over it again, have a 
new survey, new specifications, and open up for bids again. 

What, as a businessman, would you think was the proper way to get 
out of this mess and how should it be handled ? 

Mr. Farruorst. If I had one doubt in my mind as to whether a 
certain mill was adequate for the job I had to handle, I would take 
the time to have proper specifications, blueprints, and proper equip- 
ment for the job, and start all over again, because I would figure it 
would save me time and money in the fete run. I am not saying one 
mill or the other offered here is the right one, because I have had no 
opportunity to make any comparisons. But in going into business and 
spending a lot of money, even though it takes a little time, I would 
save both time and money in the long run by getting off to a right 
start, even though delayed, rather than a wrong start and having a 
headache later. We have run into some situations where all at once 
we had to stop and reconsider the whole thing and say it may cost us 
money, but let us do it right to begin with and we will have a good 
experience rather than a bad one. 

r. CHrPerFIELD. Is it not a trade practice in the sawmill business 
that the specifications are more or less—I have forgotten the word—— 

Mr. Hays of Ohio. Duty specifications. 

Mr. Currerrtetp. Duty specifications rather than trying to spell 
out éach item specifically, that they present the objective, production 
goals, and in general describe the type of sawmill that they want, 
whether electricity or steam, and so on, and then submit it to the saw- 
mill manufacturers and they then try to comply with the general 
specifications and furnish the material and hardware that will bring 
about that result ? 

Mr. Faruurst. What is customarily done and what we have done 
is this. As soon as we determine what we want, certain work has to 
be done. For instance, it depends on where you are going to build this 
mill. If it is on a river fill, you may have to drive piling or have a 
stronger building. It is the foundation of a mill because if it does not 
cut accurately because it settled a little, you will always be in trouble. 
After studying our timber and the product we want, we usually, even 
ourselves, will either by observation of our mills or other mills, if we 
want a lighter or heavier carriage, if we have a heavy log, we want a 
heavy carriage, some have 4-inch axles to withstand the bang from 
the log. We will pick out probably a certain carriage made by a cer- 
tain company and say we want this or its equivalent. Somebody else 
may make one that will differ a little, but in the weight and strength 
it is the same. 

By the same token, if we are building a light mill, we will pick out 
certain pieces of equipment and want that or other pieces that we are 
satisfied is the equivalent. The bidders know what they have to sup- 
ply to that specification. We will have to have the blueprinting of 
the whole mill. If we left it to each one of them to conjure up in his 
own mind what he thinks we want, we would have to again start over 
from the beginning, because perhaps only one would happen to hit 
the conception we had and all others would go down the drain, whereas 
if they all knew what we wanted, they would all bid on the same thing. 

Mr. Curerrrretp. After you get up your conception for bids, you 
don’t care what company would be awarded the contract, as long as 
they met those specifications; isn’t that right ? 
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Mr. Farruurst. As long as they meet those specifications and we 
are satisfied that each piece of equipment he has in there is as good as 
the one we suggested and will fulfill the bill. 

Mr. CureerFieLp. Your specifications would not be such that only 
one company could fulfill them ? 

Mr. Farruvurst. No. 

Mr. CurrerrieLp. In other words, it would be open competition ? 

Mr. Farruorst. That is right. 

Mr. CurperFieLp. To any sawmill company ? 

Mr. Farruvurst. We do let them all know exactly what we want so 
that we do not have to have a lot of bids put in that are not at all what 
we had in mind. We tell them exactly what is in our mind and have 
it all blueprinted. We may name a certain carriage or equivalent 
requiring a certain 9-foot band head saw, such as one built by a certain 
company that we know builds very good ones or something as good. 
If we want a good, heavy-duty planer, we know 2 or 3 companies that 
make them that are in use in the Weyerhaeuser mills, for instance, and 
if that is what we want and can afford it, we specify that. If they 
come up with a cheaper planer that little mills will use sometimes at 
a slow speed but will not stand up at five or six hundred feet a minute, 
it is a waste of money. Sure, it will plane lumber, but we do not 
know for how long. The other will be there for years. 

Mr. Hays of Ohio. Would you mind answering Mr. Chiperfield’s 
question as to whether or not the general practice in the industry is to 
submit duty specifications ? 

Mr. Fatruorst. Yes; I think it is. 

Dr. Morgan. Mr. Carnahan. 

Mr. Carnauan. Mr. Fairhurst, in this project you were interested 
just in the management phase; is that right? 

Mr. Farruourst. Yes. 

Mr. Carnanan. Before assuming a management of the project, you 
would feel that you ought to evaluate the equipment ? 

Mr. Fatruurst. I think so, because in order to have our manage- 
ment turn out successful, we would want to feel that the proper mill 
and equipment was there so that in the event of failures we would not 
be held responsible for something we have not even the opportunity 
to make a suggestion on. 

Mr. CarnaHan. Were there any consultations between your firms 
and those that were preparing the specifications for this particular 
project ? 

Mr. Farruvurst. No; none whatever. In fact, I was a little sur- 
prised when I heard that they had called for bids on the sawmill. I 
did not know they were up to that point yet. 

Mr. CarnaHan. Do you manufacture sawmill equipment? 

Mr. Farruurst. No; we do not. 

Mr. Carnauan. Where do you get most of your equipment ? 

Mr. Fatruurst. Different firms on the west coast. Sumner Iron 
Works in Everett, Klamath Iron Works in Klamath, some in Salem, 
Oreg. They are scattered through the Northwest lumber territory. 
It. depends on what piece of equipment we want, what piece we think 
is best suited to our purpose. 

Mr. CaRNAHAN. liane a company or two have been discussed in these 
hearings, have you used any equipment made by the Enterprise Co. ? 


pc nm A CLIO 


) 
{ 
¥ 
} 
; 
: 
i 
i 
i 
: 





98 MUTUAL SECURITY PROGRAM 


Mr. Farruvrsr. No; we have not. I really do not know much of 
their equipment on the west coast. There may besome. I have never 
seen any of it. 

Mr. CarNAHAN. Have you used any equipment made by the Wall- 
board Co. of New York? 

Mr. Farruvrsr. That is the Klamath Iron Works, I think, in 
Klamath, Oreg. I believe there are 1 or 2 mills we acquired that have 
some of their equipment in them. 

Mr. CarnaHANn. Do you own any interest in any of the equipment 
companies ? 

Mr. Farruurst. No; none whatever. 

Mr. CarnanaAn. Did you advise the ICA regarding the Ta Shu Shan 
project? That is, as to whether they ought to go ahead with it or 
delay a little and study a little further. 

Mr. Farruurst. No; I have had no conversations with them on that 
score at all. We merely put in our proposal and have been patiently 
waiting. 

Mr. CarnaHan. Were you asked to put in a proposal on the man- 
agement phase of the project ? 

Mr. Farruurst. Yes; our Chinese friends down there suggested we 
do that. That is what prompted us in the first place. 

Mr. CarnauAn. Was there an invitation from ICA or from anyone 
else for proposals on management ? 

Mr. Faruorst. I do not recall whether any invitations were made 
at all on that. When I was in Formosa, these officials of the Chinese 
Government suggested that we make such a proposal and submit it to 
them and they would pass it to ICA. Am I right, Mr. Wiener? 

Mr. Wiener. Yes. 

Mr. Farruurst. The idea originated from the Chinese Government. 

Mr. Carnawan. I wonder if this idea of the management phase 
occurred to the Chinese when they originally requested the sawmill 
project. 

Mr. Farruurst. That, of course, I am not prepared to say. I do 
not know how far back that might have been in any of their minds but 
I would venture the guess that they perhaps had given it some thought, 
because almost all of these gentlemen said they were quite unfamiliar 
with our west coast methods of operation and the equipment we used 
and that it would be necessary to have some kind of management and 
technical assistance to establish and start operations that would be 
similar to the successful operations on this west coast. 

Mr. Carnauan. Did your Chinese friends suggest that you offer a 
management proposal after the offer for bids had been submitted? 

Mr. Farruurst. No. As far as my recollection of dates, this 
suggestion from them came on my first trip in the early part of 1956, 
January or February. I believe these bids were put out long after 
that ; am I correct ? 

Mr. CurrerFreLp. But your letter came almost simultaneously, right 
after the bids. 

Mr. Farruvrst. Which was a result of many months of contempla- 
tion and drafting and redrafting until we thought we had what was 
acceptable to them. 

Mr. CurerrrieLD. Pardon the interruption, please. 

Mr. CarnaHANn. That isall, Mr. Chairman. 
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Mr. Fairuurst. That was purely coincidence, that dating. 

Dr. Morean. Mr. Hays. 

Mr. Hays of Ohio. Do you operate any band mills, Mr. Fairhurst? 

Mr. Farruourst. Yes. 

Mr. Hays of Ohio. How many ? 

Mr. Farruurst. Port Seward, Calif., we have a band mill. The 
others are circular. 

Mr. Hays of Ohio. Whose equipment do you have in that? 

Mr. Farruurst. That is a mill we acquired. I believe the band mill 
is built by Sumner Iron Works. 

Mr. Hays of Ohio. Sumner Iron Works, that is not synonymous 
with the United States Wallboard Machinery ? 

Mr. Farruurst. No. Sumner Iron Works is in Everett, Wash., a 
very old establishment. 

Mr. Hays of Ohio. And the other was Klamath Iron Works? 

Mr. Farruurst. Yes; I have been told that Klamath Iron Works 
is associated in some way with United States Wallboard. 

Dr. Morgan. Is it your understanding that United States Wallboard 
just directs orders to them or do you think United States Wall- 
board has a financial interest ¢ 

Mr. Farruvurst. I do not know that connection. I have only been 
told the two are associated and that would require confirmation. 

Mr. Hays of Ohio. You initiated this matter with ICA, did you not, 
about managing this thing out there ? 

Mr. Farruurst. It was initiated with the Chinese, who in turn 

Mr. Hays of Ohio. I understand that, but who made the advance 
to ICA? 

Mr. Farruurst. We sent the proposal through the Embassy to the 
Chinese and ICA. 

Mr. Hays of Ohio. If somebody testified they searched around and 
made the first advance to you that would not be true; would it? 

Mr. Farruourst. I am not sure. The first advances to us, as I say, 
came from the Chinese. May I confer with Mr. Wiener? His mem- 
ory may be better than mine on some of this. 

Mr. Hays of Ohio. Yes. 

Mr. Farruurst. I think Mr. Wiener has refreshed me. Since we had 
ter this proposal in in Formosa when I was down there and nothing 

ad happened to it, as I mentioned in reading these notes, we were 
called in to talk about Pakistan and while we were talking to ICA 
about Pakistan the proposition of Formosa came up and they sug- 
gested that we take an interest in this Formosa thing. We had al- 
ready put in a proposal down there which apparently ICA here in 
Washington had not heard of at that time. 

Mr. Hays of Ohio. Did you suggest to ICA that they hold up 
awards until you could look over the bidders and make a decision? 

Mr. Farruurst. Not to my knowledge. I have never had any such 
conversation with anyone in ICA to hold up anything. 

Mr. Hays of Ohio. You testified you are familiar with the bid of 
the Enterprise Co. 

Mr. Fatruvurst. Yes. 

Mr. Hays of Ohio. On the duty specifications that were offered, 
do you believe the Enterprise Co.’s bid, the machinery they proposed 
to build, would meet that specification ? 
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Mr. Farruvurst. That specification, as I understand it, was so 
sketchy that perhaps some of the others would fit it better. I do not 
know. If I had a chance to see the others, I could tell you which 
would fit best. 

Mr. Hays of Ohio. We had testimony that duty specifications are 
the rule in the industry. You have just told me a moment ago that 
is true. 

Mr. Fatruurst. May I ask you, the expression you used about 
specifications, what kind of specifications ? 

Mr. Hays of Ohio. Duty specifications. 

Mr. Farruurst. Duty specifications. I may have to correct myself. 
I explained to you exactly how we go about putting out specifications. 

Mr. Hays of Ohio. You explained at great length how you go about 
it. Then I specifically asked you if it is not the rule in the industry 
to offer to purchase mills on duty specifications and you said it 
was. 

Mr. Farruvrst. Yes. 

Mr. Hays of Ohio. We have had other testimony that that is 
true. 

Mr. Farruurst. Yes, but who is to determine, may I ask, whether 
the mill is sufficient to perform the duty ? 

Mr. Hays of Ohio. In this case the J. G. White Engineering Co. 
made that determination. What I am trying to get at is this. Did 
you or any of your agents intervene to say, well, do not make this 
award if you are going to hire us until we can make the determination ? 

Mr. Fatruurstr. We did not make any such statement. We kept 
out of it entirely. 

Mr. Hays of Ohio. But you are anxious to get this contract? 

Mr. Farruvrst. May I say I was anxious? 

Mr. Hays of Ohio. Before you found out there was going to be so 
many people looking into it ? 

Mr. Farruoursr. Yes. 

Mr. Hays of Ohio. That is understandable. Your agent here in 
Washington did a good deal of work on trying to convince Members 
of Congress and others that they should withdraw their objections 
and let you proceed, did he not? You know he did that, did you not? 

Mr. Farruvrst. No, I did not. He may have. If he did, I think 
I would have approved it. 

Mr. Hays of Ohio. I am not criticizing you, you understand. Do 
you have any idea what you have invested in your attempt to get this 
contract up to date? 

Mr. Farruurst. Yes, quite a good idea. 

Mr. Haysof Ohio. Would you mind telling us? 

Mr. Fatruvurst. Perhaps $50,000 in traveling expenses and traveling 
expenses back and forth for Mr. Wu. 

Mr. Hays of Ohio. I think nobody could criticize you for wanting 
to get that investment back. You could not get it back unless you get 
the contract, could you? 

Mr. Farruvrst. I have spent that much and more sometimes in an 
effort to do something which by the time it came about I was very glad 
to write off and charge it to experience and education. Education 
comes high sometimes. 

Mr. Hays of Ohio. Are you saying in effect you would not want to 
undertake this project with this committee sort of riding herd on it? 
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Mr. Farruvrst. No, I am not making any commitment until the air 
is cleared and we might have a chance to reappraise the situation and 
see under what bendigage we may have to operate and whether it 
would be worth trying to do so under such handicaps, if there are any, 
or whether we would have the full cooperation of the interested parties 
to trust us to make a good job of it as if it were our own enterprise. 

Mr. Carnanuan. What do you refer to as handicaps? 

Mr. Farruursr. Perhaps having delays, holdups, in order to wait 
for further investigations to take place. 

Mr. CarnaHANn. Does that mean you refer to holdups because some 
concern who wants to furnish the equipment decides that the proposed 
equipment is not the right equipment and they express objection to 
ICA and ICA postpones things for further equipment study ¢ 

Mr. Fatruvurst. I am assuming if we had this management contract 
that we would get some kind of a green light to press the whole 
project forward. 

Mr. Hays of Ohio. I do not know exactly whether you satisfied Mr. 
Carnahan about handicaps but I am going to be chairman of the Sub- 
committee on State Department Organization and Foreign Operations 
for the next 2 years and I guarantee you that I am going to be looking 
down the throat of whoever operates this thing for the next 2 years. 
If you consider that a handicap, it should be laid on the table because 
I am convinced there is something a little funny in this, in fact, more 
than a little. I am not accusing you. A lot of things have not been 
explained by ICA to my satisfaction. 

Mr. CarnaHan. Do you believe this project is feasible and ought to 
be initiated and gotten underway ¢ 

Mr. Fatruourst. I definitely do. As I stated before, I fully believe 
that in my opinion the greatest national resource that Free China has is 
what our own Forest Service, I understand, has estimated at 56 
billion feet of timber, which is a tremendous amount of timber. 

Dr. Morean. Is there a market for this? 

Mr. Fatruvurst. There is a very good market for it in Taiwan, and 
the hinoke, as the Japanese call it, or Taiwan cyprus, as the Chinese 
have named it, is a wood very familiar to the Japanese, they prize it 
very highly. They use it for the same thing as spruce and red cedar 
imported from the United States years ago. I believe there is a very 
good market for it in Japan. I think if this industry got a volume of 
timber developed fully, such as such areas of the Northwest were 
developed, I think the revenues that could be obtained in the form of 
foreign exchange could in time balance the trade deficits of that 
country. The raw material is there with which to do it. 

Mr. Cutrerrietp. Do you think private industry could do it? 

Mr. Farrucurst. Chinese private industry perhaps and I think most 
of it may need some financial assistance, because I do not think—this is 
just an opinion—I doubt if there is very much private capital in 
China to go into a project as big as this without some assistance. I do 
not think that American operators would be particularly interested 
because the timber belongs to the Chinese Government and there 
appears to me to be an attitude that the Chinese want to develop and 
operate their own resources, which is right and is the way it should be. 
They seem to take the attitude that what they cannot do they would 
like to get assistance from the outside to help them and teach them 
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what they do not know, but there seems to be a feeling they want to 
keep those things pretty much within themselves. 

Mr. Hays of Ohio. You say that is the right and natural thing to 
do. Ifthe United States Government decided to operate the sawmills 
in the West in our national forests, you would not be in favor of that? 

Mr. Farruorst. I am not in favor of socialism or state socialism 
in any form. 

Mr. Hays of Ohio. You —- endorsed it in Formosa. 

Mr. Farruourst. May I add to the end of that—in the United 
States. 

Mr. Hays of Ohio. You are in favor of it somewhere else and espe- 
cially if you get a contract to run it? 

Mr. Farruvrst. I am not in favor of state socialism anywhere except 
in some countries where the government appears to be the only medium 
by which these things can at present be done, because it has been their 
practice for many years; private people do not have either the 
know-how or capital todoit. Insome of those countries I think where 

rivate institutions attempt to operate, particularly in resources which 
balihag to the government, if they can get them at all, they suffer some 
handicaps that I cannot expl: uin, but the normal proc edure of doing 
things in some of these countries such as southeast Asian countt ‘1eS, 
are so foreign to the way we do it here that for some time I think we 
are going to have to go along with it. I do not think we can make 
western civilization available to them or that we can cram it down 
their throats until they, themselves, want it. 

Mr. Hays of Ohio. You do not think if we start oF a state-operated 
industry out there and by hiring you or somebody else make it work 
that they are ever going to convert it to free enterprise, do you? 

Mr. Farruvurstr. That I cannot say. I donot know what the grew 
of the Chinese Government are, whether their policy is to get some- 
thing started and eventually turn it over to private operators or offer 
it for saletothem. That is a policy of their Government that I know 
nothing about. Or whether they want to continue to operate on their 
own. Insome of these countries, as I understand it, Japan and others, 
their railways and other utilities, and so forth, are all government- 
owned and operated. In this case the timber belongs to ‘the Chinese 
Government, and it seems to be their policy to at least start by putting 
in some modern operations which perhaps only they can finance be- 
cause perhaps only they can come to us and get ICA money and the 
private operator c: annot. 

Mr. Hays of Ohio. At least we have been trying to write in the law 
provisions for guaranties by the Federal Government to private oper- 
ators. This is more or less a hypothetical discussion at this point. 

Mr. Fatruvrst. I want it to be treated that way. 

Mr. Hays of Ohio. I am trying to protect you because you had cer- 
tainly endorsed socialism in Formosa. I was pretty sure you were 
only for it other places and not here. 

Mr. Farrnvrst. May I correct you? Ido not endorse it anywhere. 
I merely made the statement that in some of these countries where it 
seems to be their policy, I do not think it is going to change very soon, 
and if we are going to do anything with them, we will have to go along 
with their way of doing things perhaps. 
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Mr. CarnaHAN. Do you have any operations in Formosa or have 
you had? 

Mr. Farruorst. No. 

Mr. Carnauan. If you did, you would have to deal with the Chinese 
Government on any lumber project? 

Mr. Farruurst. Yes; they own the timber and hold a tight control 
over transportation. 

Mr. CarnaHAn. How did the Chinese Government get ownership 
of the timber? 

Mr. Farruourst. AsI understand it, when the island was taken away 
from them by the Japanese and then returned to Free China after the 
war, the Chinese Government acquired the whole island, which in- 
cluded the timber. I assume the timber was owned by the Japanese 
Government when they owned it. So, therefore, when Formosa was 
given back to the Chinese, the Free Chinese Government acquired the 
timber in Government ownership. 

Mr. CarnaHan. What would you recommend on the Ta Shu Shan 
project at the moment? What ought to be done? 

Mr. Farruurst. I think a management team should be sent down 
there. 

Mr. CarnaAHAN. You mean sent down to make a study of specifica- 
tions for the building of a mill, or to cover the whole operation ? 

Mr. Fatruurst. ‘lo cover the whole thing, including the specifica- 
tions for the mill. 

Mr. Carnauan. And survey the timber? 

Mr. Fatruursr. I think the timber perhaps as far as volume and 
so forth has been pretty well surveyed. There have been a number of 
reports on it which I believe are perhaps quite reliable. 

The immediate area to be logged perhaps should be surveyed. I 
have not naturally had made available to me any recent studies that 
have been made. Perhaps some of that work has been done. 

Dr. Morean. You know of the survey which has already been made 
by the United States Forest Service? 

Mr. Farruvrst. Yes. 

Dr. Morean. And that the roads have been built and logging already 
is being done out there ? 

Mr. Fatruurst. I have some nice photographs. 

Mr. CarnaHan. Do you believe ICA acted wisely in suspending 
further action on the project ? 

Mr. Fatruurst. Yes; I would say I do. 

Mr. Hays of Ohio. You know the logging equipment has already 
been bought ? 

Mr. Farruurst. Yes. 

Mr. Hays of Ohio. If you undertook to manage this, you would 
have to try to work along with it? 

Mr. Farruvurst. Yes; I believe what logging equipment has gone 
down there is good from what I have heard of it. 

Mr. Hays of Ohio. One final question. You have been asked a lot 
of questions about what you would recommend on this, but you would 
hardly consider yourself an unbiased witness, would you, inasmuch 
as you are negotiating for a $600,000 contract with ICA? 

Mr. Farruvurstr. At the moment I would say I am unbiased; yes. 
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Mr. Hays of Ohio. How do you arrive at that conclusion ? 

Mr. Fatruurst. Well, because to tell you the truth right now I 
would like to see that project go through. I got into it more or less 
through, shall we say, patriotic motives and the enthusiasm that there 
was something really worth while to be accomplished down there. I 
still feel that it is a very worthy project. 

Mr. Hays of Ohio. But you are not running an eleemosynary insti- 
tution in the Fairhurst Lumber Co. ? 

Mr. Fatruvurst. That is true. 

Mr. Hays of Ohio. Thank you. 

Dr. Morean. Mr. Fairhurst, you said you were familiar only with 
the Enterprise bid. You did not see or examine the United States 


Wallboard Machinery, or you did not see the bid from Salem or any 
of the others ? 


Mr. Fatruvurst. No. 

Dr. Morcan. You knew Enterprise was the low bidder ? 

Mr. Fatruurst. No; 1 do not know that. From what I have been 
told, the bids ran from $200,000 to something near a million dollars. 
Just what their bid was, their figure was not given in the specifica- 
tions they sent. 

Mr. Hays of Ohio. For clarification, I think it should be pointed 
out they were the low bidder who offered to provide all the items 
asked for. Some of the other bids below that on their own volition 
eliminated certain items saying, we do not think this is necessary, 
such as a briquetting machine. 

Mr. Farruurst. We were given no opportunity nor were we asked 
to appraise any different bids. The only one we saw completely was 
the one which Enterprise voluntarily sent to us. 

Dr. Morean. You had correspondence back and forth with Enter- 
prise? 

Mr. Farruvurst. Yes. I made a couple notes on that that might 
be of some interest to you. On May 10, 1957, Mr. Stamets, I under- 
stand the chief engineer of the Enterprise Co., telephoned me at our 
California office and introduced himself. He stated he learned we 
might be retained as advisers on the Ta Shu Shan project. 

Dr. Morgan. This is 1957? 

Mr. Farruvurst. May 10, 1957. And he said his company was 
highly interested in supplying the machinery for the sawmill and 
that he thought it would be a good idea to supply us with a copy 
of their bid and that he would send us a copy. He laid particular 
stress on an aluminum, remote operated, automatic sawmill carriage 
and electric feed that they had recently built for a client and he said 
he thought it was the first aluminum carriage built in the world. 
He said he proposed to supply such a carriage to the Chinese if his 
bid was accepted. I asked him several questions about the aluminum 
carriage and he gave me some information about it. I received a 
letter from Mr. Stamets dated May 17, 1957, enclosing an unpriced 
copy of his bid which he said would assist us in visualizing the type 
of job they intended to do on this project. 

In the letter he gave further information on the aluminum car- 
riage and some details with regard to a band mill they manufactured. 
He stated his company was most anxious to tackle the job. He said 
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he hoped to meet me on my next trip east and wanted to show me 
his plant. 

I replied by letter on May 29, stating that I was very interested 
in his aluminum carriage and asked for further details. 

On June 4, 1957, he again wrote me giving me the requested infor- 
mation about the aluminum carriage. He also said that in his 
opinion the specifications in the original invitations to bid were not 
incomplete, stating that if they had been, then his competitors should 
have requested clarification prior to the submission of their offerings. 

He again invited me to inspect his plant and he suggested on his 
next trip to the west coast, possibly during the following month, he 
would like to visit me. On June 14, 1957, I replied to his letter 
thanking him for the additional information he had given me on the 
aluminum carriage. I stated that apparently there had been a great 
deal of controversy over the bids on the sawmill and expressed the 
hope, which he also had expressed, that the matter might be clarified at 
an early date. 

There has been no other correspondence, or contact between us, and 
I never stopped at his plant because it just did not work out that way, 
and he apparently did not get west, or if he did he did not call on me, 
and that is my sole contact with Enterprise. 

Dr. Morcan. Yesterday Mr. Stamets testified before this subcom- 
mittee, and he submitted for the record, his correspondence with you, 
and in your letter of May 29, 1957, in the second paragraph you say: 

As you have perhaps heard, the original invitation to bid was in very vague 
terms. The bid prices ranged from $206,000 to $925,000. 

Where did you get the information ? 

Mr. Farruvurst. Through our Chinese associates, and I assume they 
are correct. 

Dr. Morgan. In your letter of June 14th you say: 

Personally, I feel that the equipment and layout you have submitted is very 
good and perhaps is as close to what is actually required as anything could be. 

Mr. Farruurst. Yes. 

Dr. Morgan. So you did give them a sort of qualified endorsement ? 

Mr. Farrnurst. Yes. As I say, that is the only one that Isaw. I 
did not see the other bids, so I naturally had no basis of comparison. 
The thing that I questioned him about was this aluminum carriage 
which he seemed to be very satisfied would do the job. From what he 
told me he seemed to think that it would. It has small axles. It was 
made of aluminum with a steel tire. That is why I questioned him 
quite a bit about the carriage because certainly it is a new innovation, 
and from the conversation he seemed to impress me with the idea that 
they had put it through sufficient tests and they thought it would be 
adequate. 

Mr. Carnanan. Do you have any knowledge as to how they are 
working out ? 

Mr. Farruvurst. No, I do not. It is too new for me to have heard 
any of the results from anyone. In fact, I do not know of any of them 
- the Pacific coast. He said they expected to have one installed out 
there. 

Mr. Carnauan. That was more than a year ago? 
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Mr. Farruurst. This correspondence took place about May or June 
of 1957. 

Mr. CarnaHan. That was a year and a half ago. 

Mr. Farruourst. It is hard to say which is the best of something 
until you have a choice to make between at least two or more. 

Mr. Hays of Ohio. Did you have any discussions with anybody 
in ICA about any of these bids? 

Mr. Farruorst. No. 

Mr. Hays of Ohio. None whatever ? 

Mr. Farruorst. No. 

Mr. Hays of Ohio. Do you have any knowledge whether your 
agents have had any discussions ? 

Mr. Fatruurst. Not to my knowledge. If he did, Mr. Wiener is 
here, and he can answer that question better than I. He has taken 
care of whatever work we have to do here in Washington and he has 
helped in the preparation of our proposals. 

Mr. Hays of Ohio. Do you pay Mr. Wiener a retainer, or does he 
get acommission? How do you operate? 

Mr. Farruurst. We do not pay him a retainer, nor have we made 
any promises whatever. Mr. Wiener is an old China hand who has 
done a great deal of work over there and knows us and knows our 
man, Mr. Wu, very well, and when this proposition came up I called 
on Mr. Wiener and he offered to be of whatever assistance he could. 

Mr, Hays of Ohio. In other words, he is just your agent in this 
particular matter ? 

Mr. Farruvrst. That is right, or anything else that might come up 
that we might call on his good services for. 

Mr. Hays of Ohio. He does all of this for nothing just through 
friendship ? 

Mr. Farruurst. So far, yes. 

Mr. Hays of Ohio. He isa nice guy to know. 

Mr. Fatruurst. I happen to be very fortunate in having several 
friends like that. 

Mr. Hays of Ohio. I do not doubt it. I have some attorneys here 
in town that have done work for me free of charge. That is not an 
unusual thing, but I thought that it ought to be in the record. 

Mr. Farrucrst. Those are the friends that I think often are the 
most valuable ones. 

Dr. Morgan. When you were in Taiwan did anyone in the ICA 
mission in Taiwan express any doubt, or give you any feeling of doubt, 
that you were attempting to enter into Taiwan for your own financial 

ain ? 

e Mr. Farruourst. No one gave me that impression at all. They were 
very courteous and merely made a few suggestions as to how we might 
be able to be of service; well, a subcontract under J. G. White; the 
other to put in a proposal which would be competitive. 

Dr. Morean. I was getting at whether you would be going into the 
lumber business on your own in Taiwan. 

Mr. Farruourst. No. As far as I know that should not have entered 
their minds because it must have been as obvious to them as to me it 
was no place for an American operator. There was the apparent in- 
stability on acount of the war situation and the fact that the timber 
was under the control of the Chinese Government and also the rail- 
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road. It was just not conducive to private investments by Americans. 
If they had any such idea, it certainly was not placed in their minds 
by me. 

Mr. Hays of Ohio. You testified that you had a company in Hong 
Kong. 

Mr. Farruourst. Yes. 

Mr. Hays of Ohio. Does that still exist? 

Mr. Farruurst. Yes. 

Mr. Hays of Ohio. Is that just a retail house? 

Mr. Farruurst. No. We set it up in order to try to handle the sale 
of any lumber we might be able to sell, which is very little there. We 
have sold some to Formosa which was negotiated through that office. 

Mr. Hays of Ohio. Would you contemplate using that facility to 
merchandise any of this timber produced on Taiwan ? 

Mr. Fatruurst. I do not think so. In fact, it would be quite im- 
possible because under this setup the project would belong to the 
Chinese Government and the sales would be handled through a sales 
department that would be set up as a part of this whole program. 

Mr. Hays of Ohio. But you would set up a sales department as you 
envisage your mission out there if you were hired to do this? 

Mr. Fareuurst. Oh, yes. After you manufacture the lumber you 
must do something with it so the entire operation would be a ¢ ‘hinese 
operation, and we would merely be there as advisers under our pro- 
posal, and that is the only proposal we have ever considered. 

Dr. Morcan. Your Hong Kong operation has been in existence a 
sood many years, has it not? 

Mr. Farruurst. No. When we were driven out of China finally 
a few years went by when the company completely lagged. ‘Then 
my very close associate, Mr. Wu, and I kept corresponding with one 
another and we got the idea some business could be done down there in 
southeast Asia, and we set up a company in Hong Kong to handle 
whatever might be available, which I can tell you has been very little. 

Dr. Morean. In the early 1930’s when you were operating a com- 
pany in the Orient, were you operating right in China 

Mr. Farruurst. Oh, yes. We had offices in Shanghai and a lumber- 
yard at Nanking and another small one in Shanghai. 

Dr. Morean. And at that time you were mostly dealing in railroad 
ties ? 

Mr. Farruurst. The big bulk was railroad ties. In fact, during 
one of those years, I think that it might have been 1934, we e sold every 

railroad tie the Chinese railroads bought. I think all-told over that 
period it would be somewhere in the neighborhood of 100 million feet 
we sold, most of it to the Ministry of Railways, but we did do some 
lumber business too, with this yard. We used to ship over logs and 
big square timber. 

‘Dr. Morcan. Did you have Chinese partners then or were you the 
sole owner of the company then ? 

Mr. Farruurst. No. It was myself, my brother, and my nephew 
who were the sole owners, and we had Mr. Wu as a manager. He was 
the exclusive manager over there and handled all of our affairs. 

Mr. Hays of Ohio. During the year that you sold everything in 


the way of railroad ties that they bought, was that negotiated or on 
low bid ? 
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Mr. Farruurst. That was all bids. The Ministry of Railways 
would put out bids, and it was all a matter of low bid. We happened 
to find ourselves in a rather fortunate position inasmuch as by that 
time we had acquired a lot of timber and had a lot of tie mills cutting, 
so we were able to take it from the grassroots to the actual consumer, 
the Ministry of Railways, and then that put us in a pretty advanta- 
geous position. And as I say, we got the big bulk of that business. 
One of those years I know we got every order that was made. Do not 
ask me what the prices were at that time; they were very low. 

Dr. Morgan. Mr. Zablocki, do you have any questions ? 

Mr. ZaBiocki. I want to make one thing clear in my mind, Mr. 
Fairhurst said that there was only a sole contact with Mr. Stamets. 

Mr. Farruorst. It opened with a telephone conversation. 

Mr. ZasLocki. He called you? 

Mr. Fatruurst. He called me by telephone and said that he had 
heard we might become some sort of a part of the management of this 
and that they had bid on the sawmill, or were bidding on it, and it was 
then followed by the two exchanges of correspondence. 

Mr. ZaBLocki. You said that you had some part of the management ? 

Mr. Farruurst. I said when Mr. Stamets called me by telephone 
and introduced himself, he said he had heard we might have some- 
thing to do with the management of this To Shu Shan project. 

Mr, ZasLocki. In what capacity? Asa prime contractor or as a sub- 
contractor ¢ 

Mr. Farruvurst. No, as a consultant, as I recollect the telephone con- 
versation. I think that I have that in my notes here. 

Mr. Zastocki. Did Mr. Stamets identify who his informant was? 

Mr. Fairuurst. No, he did not. 

Mr. Hays of Ohio. It could have been me, because it was pretty well 
general knowledge around Washington at that time that the ICA was 
negotiating with Fairhurst Co. to go out there and make a new study 
and manage this lumber facility. 

I do not know that I told him that but I could very well have done it. 
He was inquiring why the bids were not let, and when he was the low 
bidder why he did not get the bid, and I was attempting to get some 
information from these very devious people downtown. I did not get 
it, but I succeeded in prying out of them eventually that they were 
negotiating with the Fairhurst Co. They did not tell me that until I 
pointblank said, “I have been told you are. Now, are you, or are you 
not ?” 

Mr. Zasiock!I. Was it your understanding that you would be con- 
sulted, or your advice would be sought on this particular mill? Is it 
a common practice for a bidder to also be a consultant ? 

Mr. Hays of Ohio. He was not a bidder. 

Mr. Farruurst. No. We are not. interested in selling sawmill 
equipment. We are purely in the lumber business. We did not bid 
on thissawmill, or would we. We were not in that business. 

Mr. Hays of Ohio. To give you a thumbnail sketch as to what hap- 
pened while you were out, the bids were opened and nothing hap- 
pened on them, and then the word got out that they had decided to 
hire a management team and they were not going to let the bids until 
the management team was hired. I dug that information up. Then 
I confronted the ICA with it, and they said, “No; that is not it at all. 
The reason is that specifications were too loosely drawn.” 
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In the testimony this morning it was admitted that the real reason 
was they were negotiating for a management team and the motives 
were, they alleged, they wanted to be sure that they had adequate 
management before they spent $500,000 for a sawmill. But in the 
same testimony they admitted that they have already spent $35 mil- 
lion for a fertilizer plant and have no management in sight, so that 
hardly stands up as a valid argument, and that is what makes me 
think that there is more to it than appears on the surface. 

Mr. Zastockt. Am I clear in understanding Mr. Fairhurst’s ca- 
pacity in this particular project was to make a new survey ? 

Mr. Hays of Ohio. If you are asking me the question, as I get it, it 
was to make a new survey and then to manage the Ta Shu Shan proj- 
ect after the survey was made. ICA went ahead and bought the log- 
ging equipment but they held up on the sawmill because it is my be- 
lief they did not get the low bidder that they wanted to buy from, 
and they were looking for some reason to throw the bids out so that 
their favorite people could get the bid. 

Mr. Zastockit. Who in ICA contacted you as consultant for this 
project ? 

Mr. Fatruurst. Mr. Raymond Davis and Mr. Bonner. 

Mr. Hays of Ohio. That brings up an interesting question. When 
that question was asked you, you had to turn around and ask Mr. 
Wiener. Which of the two did they make the contact with? 


STATEMENT OF MYRON WIENER, ATTORNEY, WASHINGTON, D. C. 


Mr. Wiener. They made it with me. 

Mr. Hays of Ohio. How did they arrive at the idea that you were 
representing Fairhurst since you are not retained by them and every- 
thing is on a friendly and voluntary basis? 

Mr. Wiener. I think it was Mr. Davis that telephoned me, and as 
I recall he had made inquiry at the lumbermen’s associations with re- 
gard to lumber people who had experience in the Far East, and he told 
me that he was told, or his office was told, that Fairhurst had the ex- 
perience. 

Mr. Hays of Ohio. How did he know to telephone you ? 

Mr. Wiener. The lumbermen’s association gave him my name. 

Mr. Hays of Ohio. The reason I asked you that, Mr. Wiener, is be- 
cause it took me 3 months to find out who the Fairhurst Washington 
representative was, and I wonder how the ICA was able to do it so 
fast. I heard that Fairhurst had a representative in Washington, 
and I spent 3 months trying to find out who it was, and the ICA 
denied that they knew they had a representative. There is no won- 
der that I am a little suspicious about the statements that ICA have 
made. It seems peculiar they are able to pick your name out of thin 
air when I was looking for it and could not find it. 

Did you know this man who called you previously ? 

Mr. Wiener. No. 

Mr. Hays of Ohio. You never knew Mr. Flesher before ? 

Mr. Wiener. No. 

Mr. Zasiocki. Do you firmly believe that a new survey is neces- 
sary in order to have the specifications drawn for an adequate and 
workable mill in Taiwan ? 
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Mr. Farruvrst. As I said before, I have only seen one specification 
of all the mills that were offered so I have no idea about the others. 
I do think such a project should be properly engineered from the 
beginning and certain definite conclusions drawn to make sure the 
mill supplied is the best mill that can be supplied to do the job. 

Mr. Zasitocki. There was a rather thorough survey made before 
the invitation to bid was publicized. 

Mr. Farruvurst. That may be. 

Mr. Zastocki. Was that original survey, in your opinion, inade- 
quate ¢ 

Mr. Farruovrst. I have no idea about that because we were merely 
asked to submit a proposal, which we did, and we were not employ ed 
to be any part of this, and we were not asked to take part in any 
survey, so what surveys were made I know nothing about. 

Mr. Zasvocki. Perhaps you have already fully answered this ques- 
tion in your earlier testimony—just what is expected i in your services ? 

Dr. Morean. He has already read that into the record. 

Mr. Zastockt. I have no further questions. 

Mr. Hays of Ohio. Are you aware that J. G. White has been 
working out there with the Chinese Government for pretty nearly 
10 years now ¢ 

Mr. Farruvursr. Yes. I was told that they had been there for some 
time. - 

Mr. Hays of Ohio. And you did not want to have any part of man- 
aging this project under their supervision ? 

“Mr. Farruursr. No; I did not. 

Mr. Hays of Ohio. In other words, if you got this eer from 
the ICA there would not be anybody supervising you! 

Mr. Farruvrst. No; 1 imagine——_ 

Mr. Hays of Ohio. Do not imagine. Would there or wouldn’t 
there ? 

Mr. Farruorst. I do not know what their procedure is under such 
an arrangement. I would assume we would be responsible to the 
Chinese Government and to ICA. 

Mr. Hays of Ohio. You have a good many friends in the Chinese 
Government. You read a long list of them. 

Mr. Farruovrst. Yes. 

Mr. Hays of Ohio. You would rather be responsible to these peo- 
ple who are your friends than some unbaised outfit that you do not 
know anything about ? 

Mr. Farruvrst. I know we would have responsibilities to Govern- 
ment agencies and would have to justify what we are doing, but to 
take instructions from a company which in our opinion were not 
experienced in this particular industry, as experienced as we, I was 
not as interested in that; no. If it had been some company down 
there who was familiar and experienced in this industry and had 
as much experience as we, or more, I would certainly consider work- 
ing for them and taking instructions from them. Probably they 
would know more about it than I, and I would be very glad to have 
their help and instructions, but to be responsible and have to answer 
and take instructions from someone whom I felt was not as capable 
in our industry as we, that did not interest me; no. 


Dr. Morcan. Do you know anything about Japanese sawmill 
equipment ? 
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Mr. Farruorst. Not at first hand. We have never used any, but I 
have seen the product and I have seen some mills using that equip- 
ment, and some of them, I think, use very good equipment. 

Dr. Moraan. Yesterday we had testimony here from Mr. Lloyd that 
if new bids were offered on this project, the Japanese contractors 
would definitely be the low bidders. 

Mr. Fatruurst. Some Japanese equipment, I think, is very good. 
I think that they are capable of building that good equipment. I 
believe you get in equipment what you pay for it, like in an automo- 
bile. You can buy a cheap one or a good one. I think that they are 
capable of building some equipment that is very good. If it was not 
good, some of the mills over 30 years old on Taiwan would not be 
running, which they are. 

Mr. Zasiockt. Yesterday we were told that you were familiar with 
the Enterprise bid and the specifications. 

Mr. Farruurst. Yes. I was supplied with specifications. 

Mr. Zastockt. One of the witnesses yesterday took the stand and 
told the committee that some of the equipment that was included in 
the bids was extraneous equipment such as chippers and so forth, 
that they were unnecessary and should not have been included in the 
bids. Having had an opportunity to see this specific bid, in your 
opinion was that extraneous material and was it necessary and should 
it have been included in the specifications for the sawmill bid ? 

Mr. Fatruursr. Again, we had not been employed to make any 
complete studies of Taiwan as to what is, or is not, necessary in the 
final use of products such as wood chips, lathes, and so forth. I 
would rather withhold any comment on that until we have a chance 
to study the necessity for it, the market for it, or the advisability for 
such equipment. 

Mr. Zasiocki. As a lumberman, and a successful one, I under- 
stand, do you believe the byproducts should be utilized in order to 
run this mill? 

Mr. Fatruurst. Yes; I do. The whole movement has tried to 
utilize the entire tree, provided it can be done profitably. There are 
some mills on the Pacific coast that would like very much to be able 
to utilize the entire log and sell their chips but they do not have a 
pulp mill within a reasonable freight haul, so they cannot possibly 
come out if they were to make their chips. So they build a $10,000 
burner to burn them up. Those are the economic situations that 
would have to be studied out as to whether it would pay on Taiwan. 
You would have to study whether or not this would be economical 
to transport the chips from the mill to a place where there is a pulp 
mill that could use the chips. So we have not been invited to make 
such a study. I think there is some possibility for the use of by- 
products and they should be used. Eventually I think modern 
plants such as this should have byproducts factories erected nearby 
where the logs are broken down. The nearer they are, the more eco- 
nomical they are. We have not been invited to make such a study 
and certainly we would not undertake on our own to do that. But 
those are studies that I think should be made. 

Mr. Hays of Ohio. Is fuel in very short supply on Formosa ? 

Mr. Farruurst. Not as far as I know. They have deposits of coal 
there, which is being produced, and out in the hinterland I think they 
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use some of these forest products—sometimes without due authoriza- 
tion—but there does not seem to be any shortage of fuel. 

Mr. Hays of Ohio. We had testimony yesterday that indicated there 
was a shortage of fuel, especially for the people to burn in their homes 
and cook with. 

Mr. Farruurst. Again, I made no study of that, but from casual 
observation there did not seem to be. 

Mr. Hays of Ohio. J. G. White made a study of it and that is why 
they recommend a briquet plant. 

Mr. Farruorst. I think that might be very practical, yes, because 
there is going to be a lot of waste from the sawmills. Even though 
you make chips, there is still certain waste that does not go into the 
chips. There is the bark and the sawdust and other waste material 
that I believe could be converted into pressed logs, or charcoal bri- 
quets for various forms of fuel. 

Mr. Carnanan. In any of your operations do you make these bri- 
quets from sawdust ? 

Mr. Farruvurst. No, we do not. 

Mr. Carnauan. Do sawdust briquets have any promise, in your 
opinion ? 

Mr. Farruvurst. Not in this country. Only way that I think it 
would is where they are used to using charcoal in charcoal burners. 
It is the normal fuel for them. They will take wood and convert it 
into charcoal fires for their cooking and so forth, so it is a feasible 
proposition there but here with gas and all we do not need to resort 
to making briquets except for the barbecue people. 

Mr. CarnaHAn. These are not charcoal briquets; they are briquets 
made from sawdust ? 

Mr. Fartruurst. Yes, I think that it would be a very practical thing 
there where they cook in little pots with small fires and do not have 
the electric stoves and gas stoves that we have here. 

Dr. Morean. Thank you, Mr. Fairhurst. 

Mr. Fatruvurst. Thank you, gentlemen. 

Dr. Morcan. The subcommittee is going to adjourn until tomorrow 
morning at 10: 30. 

(Whereupon, at 4:30 p. m., the subcommittee adjourned to recon- 
vene on Thursday, December 4, 1958, at 10:30 a. m.) 
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REVIEW OF THE MUTUAL SECURITY PROGRAM 
DEVELOPMENT AND IMPLEMENTATION 


THURSDAY, DECEMBER 4, 1958 


CoMMITTEE ON ForeicGn AFFAIRS, 
SUBCOMMITTEE FOR REVIEW OF 
THE Murvuat Security Programs, 
Washington, D. C. 

The subcommittee met at 10:45 a. m., pursuant to recess, Hon. 
Thomas E. Morgan (chairman of the subcommittee) presiding. 

Dr. Morcan. The subcommittee will come to order. Our first wit- 
ness this morning is Edwin H. Arnold, Deputy Director for Technical 
Services, International Cooperation Administration, Washington. 
With him is Mr. William F. Sweeney, and of course Mr. C. W. Flesher, 
whom we heard yesterday, as well as Mr. Howard Repass, Mr. Leslie 
Grant, and Miss Laura Hughes. 

Mr. Arnold, you recently came back from Taiwan ? 


STATEMENT OF EDWIN H. ARNOLD, DEPUTY DIRECTOR FOR TECH- 


NICAL SERVICES, INTERNATIONAL COOPERATION ADMINISTRA- 
TION 


Mr. Arno.p. I did, sir. 

Dr. Morean. These are your pictures ? 

Mr. Arnotp. Yes, sir. 

Dr. Morean. These mostly concern the logging operations ? 

Mr. Arnoup. Yes, sir. 

Dr. Morecan. Could you tell us whether the logging operation is 
now working? 

Mr. Arnoxp. It is working. 

Dr. Morcan. What are they doing with the logs, just storing them? 

Mr. Arnotp. You can see the logs on this lower right-hand picture 
being stored beside the logging trail. There are no logs yet being 
taken down to where the site is for the sawmill. If you look at the 
picture with the crane and the bulldozer, a pond hole is being prepared 
to put these logs into. The object is to sell the logs as such to the 
various sawmills there in Taiwan. 

The method of selecting the proper log that the buyer might want 
would have to be from the water. You cannot pile them up. A man 
would want the bottom log and it would be expensive and impossible 
to get it. They plan to put them into a pond which eventually would 
float them into the sawmill. 

The site has been completely leveled. There is a storage shed for 
the equipment that they have had now for over 6 months. The shed 
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is adjacent to where the pond is. The trucks have made a trial run 
up and down the mountain to get practice. They have trained the Chi- 
nese to run these big trucks. 

In the upper left-hand corner you will see where they are backin 
between two flags. That is where the graded and finished lumber wil 
be stored. The actual cutting of the logs is only taking place at the 
moment along the edge of the trail, 46 kilometers from where the 
sawmill site is. I had no idea the site had been already selected, that 
they had gone so far, and I thought your committee would be extremely 
interested in these pictures. The colored pictures I took myself and 
the others were taken by a mission photographer in black and white. 

The actual logging operations cannot start until the skid is com- 
pleted. On top of this skid on the upper right-hand corner goes 1 
of the 2 heavy-duty winches. You can see a hewn-out place in the 
farther end of the skid. They propel that by its own power. They 
put a cable out, through a snatch block, and haul it up through the 
woods. By means of this winch they are able to log the timber that 
is being cut for 800, 900, or a thousand feet down the embankment, pull 
it up to the trail, and there load it on the logging trucks. 

It is a beautiful sight there. I had no idea of the logging camp. 

Dr. Morean. They are General Motors trucks? 

Mr. Arnotp. General Motors diesels, big enough to take the 40-foot 
logs which is the length in which they are cutting. We recruited 3 
men, I understand 1 came back, 1 to train on the operation of the 
trucks, another on how to top trees. If you see the lone tree standing 
down here in the bottom and look about halfway up it there is a 
Chinaman climbing up the tree with the method they use in the West, 
with a rope, throw it around, skin up a couple of feet, throw it up 
again. It took hima minute anda half to goupthere. He can go up 
faster now than the man who came out to teach him. 

Dr. Morean. Is all this American logging equipment ? 

Mr. Arnotp. All modern equipment. 

Dr. Morcan. American equipment ? 

Mr. Arnotp. Yes. American equipment. Where the trail ends now 
is just beyond—there is a bulldozer here, where these miscellaneous 
logs are along the trail, the trail terminates about 200 feet beyond 
that point. I went the entire length of the trail. The man sent there 
to show them how to cut logs and use this cutting equipment said with 
this logging equipment and the winch they will be able to cut about a 
hundred thousand board-feet a day, as soon as these men are trained to 
handle the equipment and when you get the winches above the trail to 
haul it up. Within 1 year they will have all of the lumber cut with 
the available cutting equipment there now that is accessible as far as 
the road has gone. 

Dr. Morean. Mr. Arnold, did one American company furnish all 
this logging equipment or was it furnished by several ? 

Mr. Arnowp. Several. One company supplied the diesel trucks, 
another supplied the chain saws, another company made the heavy 
diesel-operated winches. We are making the skids. The diesel equip- 
ment is Caterpillar equipment, although this other one is not Cater- 
pillar digging out the pond. It was not all from one place. 

Dr. Morean. Mr. Arnold, you are in charge of the technical serv- 
ices for ICA? 
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Mr. Arnotp. That is right. 

Dr. Morcan. Were you familiar with this particular sawmill 
project? 

Mr. Arnowp. I certainly was. 

Dr. Morean. All along? 

Mr. Arnotp. Yes, sir. 

Dr. Morcan. Were you fully informed about the January 8, 1957, 
directive that went out to Taiwan? 

Mr. Arnoxp. Yes, sir. 

Dr. Morcan. Yesterday, during the testimony, and the day before 
it was brought out that none of the bidders was notified as to the direc- 
tive that went out on January 8 that no award would be made. Testi- 
mony received from at least two of these bidders was that they went 
to considerable expense in preparing their bids. One in particular 
testified that his expense was over $10,000. Yesterday we heard from 
one of the people interested in the management contract that he has 
already approximately $50,000 invested in the preparatory work. 

We felt that it was quite unusual that these people would be allowed 
to go ahead with the huge expenditures for their companies, knowing 
they were not going to get the bid. 

Do you think that was a good way of doing business, to let these 
people prepare expensive bids, knowing that none of them are going 
to receive an award ? 

Mr. Arnotp. I hate to see money needlessly spent for preparation 
of bids, of course, sir. Any company, however, that proposes to sell 
equipment of this nature certainly has to put some time and money 
into it in order to get the bids prepared. I am amazed that they have 
spent anything like $50,000. But it counts up if you send a few 
people to Taiwan a couple of times and make surveys. That counts 
up. I hate to see a man spend that kind of money with no assurance 
that he will get it back. 

Dr. Morean. Mr. Arnold, do you feel after you examined the bids 
and after you were out there on the site of the sawmill project, that 
there is definite need of a management contract ? 

Mr. Arnowp. I have always been convinced of it, Mr. Chairman. 
I am doubly convinced, having been there. My convictions were 
confirmed by the man whom we had recruited from Weyerhaeuser to 
show them how to make that skid, how to cut the logs, where to fell 
them, how to climb trees, how to do logging operations. We recruited 
this man from Weyerhaeuser through J.G. White. They sent a letter 
to the logging department. The foreman of the logging department 
saw the letter. He was asked to nominate somebody to go to Taiwan 
on this job. He had never been there. He figured this would be a 
wonderful experience for him and he, himself, took the job. 

He told me there is one thing they need there now more than any- 
thing else and that is management. I said, “What do you mean by 
that?” He said, as I have already told you, the amount of timber 
accessible from the road will be completely sawed off in 1 year. No 
one knows where to go next. Somebody with forestry management 
has to lay out a block system. Somebody has to know what the mar- 
kets are. It does no good to cut timber unless they can market it. 
He said, “I am convinced that some of this timber is only good for 
export, it is not the kind that we are going to use in Taiwan.” 
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Of course, we in ICA are hopeful that it will build up an export 
market. He said, the matter of what are they going to saw and how 
are they going to saw it and in what sizes are they going to saw it— 
is it going to be put into lumber for furniture, is it going to be ply- 
wood, is it going to be railroad ties for Korea, as has been worked out? 
If so, they should not be sawing the softwoods, but should saw the 
hardwoods. What is the market? Nobody has made that survey. 

Dr. Morean. Mr. Fairhurst testified here yesterday after his visit 
to Taiwan in the early part of 1956 that on May 22, 1956, he submitted 
his first contract proposal to the Chinese Government and to our ICA 
mission on Taiwan. I wonder why the lag in time. Then, again, he 
testified that on January 16—I think it was, 1957—he again submitted 
a contract proposal here to ICA in Washington. If ICA, Washing- 
ton, was interested in a management contract, I wonder why Fair- 
hurst’s proposal did not move along with more rapidity than it did. 

Mr. Arnoxp. I think one reason was the difference of opinion as 
to whether the Fairhurst personnel should be absorbed by the J. G. 
White contract or whether it should be a direct contract with Fair- 
hurst. I am sure there was discussion at the time that they did not 
want to operate under a subcontract. They wanted to take the full 
responsibility for it. That may or may not be the reason for the 
delay, but it was the cause of some delay, I am very sure. 

Dr. Morcan. Now Mr. Fairhurst testified that two types of pro- 
posals were submitted to him by Chinese officials, one a subcontract 
under J. G. White, the other a management contract on hisown. But 
he testified that his original contract proposal was submitted to the 
Chinese people on May 22, 1956. He had heard nothing from the 
Chinese or from Taiwan or ICA, a even though he had 
been promised that this proposal would be forwarded to Washington. 
Of course, he again submitted a proposal to Washington at the request 
of Mr. Flesher, in January 1957. I wondered if ICA, Taiwan, or 
ICA, Washington, were interested in a management contract, why they 
had not moved more rapidly on the Fairhurst proposal. 

Mr. Arnotp. Within that time you mentioned the Forestry Depart- 
ment divorced from its operation the lumbering operation and it was 
a complete new setup for the operation of the lumbering. There was 
a change in the setup of the Government staff. 

In relation to that new setup, I think you will be interested in this. 
I was shocked when I saw it. They gave me a briefing of what they 
expected to saw. The last page of this briefing paper was a chart 
which showed a hugetree. It was prepared, I think, by the American 
Forestry Association. The branches of the tree show the various 
industries in America that are affiliated with and benefit by the forest 
industry. You would have chemicals, you would have pulp and 
paper, you would have plastics and all kinds of things. That very 
plat which you see that truck sitting on there is now laid out in 
canals in which they have cueviniened floating logs into a chemical 
plant, rayon plant, or a plastics plant. 

I told them I thought that was not realistic at this time, that I 
thought what they ought to do would be try to get a market and let 
private industry come in and pick up the byproducts, if any, and try 
to develop that. I think that is the manner in which they will now 
proceed. I am sure of that. The idea of at this time thinking of a 
chemical plant I think is premature. 
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Dr. Morean. Mr. Arnold, can you define what type of services the 
ICA obtained from J. G. White Co. ? 

Mr. Arnoxp. Yes, sir. They do overall engineering services for 
the Chinese Nationalist Government out there. They “make surveys 
on proposed projects. 

Dr. Morean. They review all the bids and make recommendations? 

Mr. Arnon. They do. 

Dr. Morgan. Who do they make these recommendations to, just 
the Chinese, or a combination board of ICA? 

Mr. Arnop. I imagine they make it to CUSA. 

Dr. Morean. ICA, Taiwan, people on the CUSA Board? 

Mr. Arnon. No, sir; there are no ICA people on CUSA. 

Dr. Morgan. Do they make any recommendations as to the opera- 
tion of the project when it is finished ? 

Mr. Arnotp. If they did, I did not see it. I have not seen those. 

Dr. Moraan. Is it part of their job to make recommendations on 
finished projects ? 

Mr. Arnon. If they were given that as a project assignment, yes, 
but not to my knowledge have they been given that assignment. I 
do not think they are particularly qualified to do that. They would 
have to recruit saad todo it. In my book we ought to go to people 
who operate that type of industry to get that type of advice. 

Dr. Morean. Thank you, Mr. Arnold. Mr. Chiperfield. 

Mr. Currerrievp. Thank you, Mr. Chairman. 

Mr. Arnold, everyone seems to feel that this project is very desir- 
able and quite necessary for the development of that area. Everyone 
seems to feel that the project should move forward. 

Mr. Arnotp. Yes, sir. 

Mr. CutrerFie.p. I have sat here and heard the testimony and the 
pros and cons about the matter. Evidently, from the pictures you 
have shown us, the logging operation is ready to go ahead. The road 
is almost completed, if it is not entirely completed. That leaves the 
question of how to establish a sawmill to carry out these logging 
operations. 

Bids were submitted under a request for bids. Apparently at least 
one or two companies, according to the J. G. White Co., met the speci- 
fications and made satisfactory bids. The question then arises 
whether or not the award should be made under those original s oes 
fications, if the order holding up the award should be rescinded, 
whether there should be a new survey and new specifications ned 

I have become convinced from these hearings that it is absolutely 
necessary to have a management service to make this project successful 
and carry it out. I think that is your objective and the objective of 
your people in ICA. You want it to be a successful project to carry 
out the objectives and obtain the goals you have set in this project. 

Mr. Arnoxp. Yes, sir. 

Mr. CurrerFreLD. The question is how best to proceed. I am won- 
dering if this could not be done. That awards be made to a satis- 
factory company—lI do not care whether it is the Enterprise Co., or 
any other company that would be satisfactory—just so they furnish 
the necessary hardware and machinery to carry out this project. 

Now take, for example, Fairhurst—I am not saying Fairhurst are 
the people, but they have had experience, no question about that. 
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They would not have to have a subcontract under J. G. White. You 
could make a direct contract for management service. 

Mr. Arno.p. Yes, sir. 

Mr. CurperrreLp. Then it comes to the objection of Fairhurst Co. 
whether or not the specifications were sufficient or definite enough or 
the bid would do the job. I suppose there is difference of opinion as 
to just what would be an ideal setup. But if it was a sufficiently good 
bid to do the job, Fairhurst could probably work under and supervise 
an award under the or iginal bid and carry it out successfully. 

It seems to me the Enterprise Co.—I am using them as examples— 
and Fairhurst—if they are reliable companies—the two of them could 
get together. There is a question, for example, whether an aluminum 
carrier would stand up or some other kind would be better. As I un- 
derstand it, under your procedures, you have what you call clarifica- 
tion of the contract or some adjustment. 

Mr. Arnoxp. Yes. 

Mr. Cureerriecp. I cannot for the life of me see why the award 
cannot go ahead and be made under those specifications and you people 
make a direct contract with Fairhurst, get them or whatever company 
is awarded such a contract and have them go to the factory, determine 
what they can furnish. Have Fairhurst decide if they they think 
everything is O. K., and if they can go ahead and doa good job. Or, 
if they have a suggestion that something is wrong, ‘that could be 
worked out as an administrative matter, instead of having a new sur- 
vey, which has already been paid for by you people, since you paid 
J. G. White for such a survey. As far as the specifications are con- 
cerned, they were duty specific ations , and apparently that is the type 
they use in that industry, leaving it up to the manufacturer to use his 
own judgment how to carry out what he thinks the responsibilities 
under those specifications really are. 

You could open this up again and have new specifications. Sure, 
Fairhurst could control it down to the last detail and last nut what 
they think is most desirable according to their experience and so on. 
But you really do not have that situation before you. You have this 
situation, I think I outlined it fairly—you have gone ahead and re- 
ceived bids, you have gone ahead on your own. 

The thing I object to is this. Where I think the mistake was made 

was that your management service contract was not made simultane- 
ously to go along at the time the bids were being prepared. 

Mr. Arnobp. I agree. 

Mr. Currerrretp. And that the whole thing should have been simul- 
taneously considered so that Fairhurst could have advised—I do not 
know whether there is any professional jealousy between J. G. White 
and Fairhurst—at the same time you worked out bids and specifica- 
tions. Then you would not have had this difficulty. 

Mr. Arnoxp. That is right. 

Mr. Currerrietp. Now the trouble is, it seems to me, there has been 
a lag in the management services contract and it has not been com- 
pleted so you run into this situation. In order to justify holding up 
these bids because of lack of management service you are making 
excuses that the specifications were not definite enough or were not 
quite specific, et cetera. Other companies, after they found out they 
did not get the bid or the award, complained, but they had sufficient 
facts to make bids. Some of them put in 12 bids to cover everything. 
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So, if they convinced you people some of the specifications were not 
necessary, they still would = covered. After this thing moved along 
and the bids had been requested, and they found out they were not the 
low bidders then they began to complain. 

Fairhurst is a little selfish in that if they take responsibility, they 
want the award just exactly as they want it. 

It seems to me you people are trying to do a good job, you have 
responsible bidders who deserve to have the award. 

This thing can be worked out. I have not talked to members of 
the committee but we are up against a practical proposition. We 
could start over with all the additional expense. We could go into 
it again. But people are disappointed. I can understand how these 
concerns feel when they have gone to the expense and made their 
bids and not receive an award. 

What do you think should be done? 

Mr. Arnowp. No. 1, may | tell you of this. You know of the sad 
experience we had with a sawmill in Iran. I have seen it. 

Mr. CuHrrerFieLD. That is right. 

Mr. Arnoup. After it stayed out 2 years the Government of Iran 
has now spent a hundred thousand dollars rehabilitating it. After it 
is rehabilitated, it is worth nothing. It is not suitable. I will be 
perfectly happy to go to our director and ask him to make any 

yaivers necessary to ‘get the thing going, provided that whoever we 
have—I do not care whether it is F ‘airhurst, Weyerhaeuser, or whoever 
we may get as a lumbering operator, to tell us what we need and draw 

up a bill of goods, fine. If it is this committee’s wish that we ex- 
pedite the thing on the basis of waivers and not bother with competi- 
tive bids again, that can be done, I imagine. 

Mr. CuiperrreLD. Going back to the Iran matter—I did not intend 
to bring it up because I was going to bring it up independently later. 
Is U.S. Wallboard Co. the one that furnished the m: ichinery ? 

Dr. Moraan. Wallboard. 

Mr. CurperFieLp. I understand they were to send to you people 
personnel that should have been able to set up this project. 

Mr. Arnotp. They would have to do that. 

Mr. CHIPERFIELD. ‘You people then presented them with a letter of 
credit, I think up to $25,000 that would have started personnel moving 
but you never made a request for it. That is another matter. Let us 
not vet into that now. 

Mr. Arnoip. There are two different things. There is the matter of 
the personnel to set up the machinery to make sure the high-speed 
machinery i is properly alined, and another one is the training - of them 
for filing saws and so worth. 

Mr. CuHIpPerFIeELD. Also under this contract the bidder has to furnish 
the start-up personnel. I understand that. Fairhurst are for long- 
range supervision. Is it possible to work out this matter? 

Mr. Arnoxp. I would think so. 

Mr. Hays of Ohio. Is it not true Mr. Fairhurst testified yesterday he 
owns a variety of companies? 

Mr. CuHrrerFreLD. That is right. He has almost as many mills as 
Goldfine has woolen mills. 

Mr. Hays of Ohio. Did he not testify in these companies he had 
machinery which he called acquired machinery; that he had noth- 
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ing to do with the designing or specifying? He testified further he 
was able to make these companies run at a profit. 

Now the thing that bothers me—and I think that it bothers you from 
what you have said—is why all of this sudden desire, and it is a 
sudden desire, the testimony has brought it out, to let Fairhurst say 
down to the last step what he wants on this project? That is the thing 
that makes me suspicious. 

Mr. Arnotp. All I can say is, I want somebody who is in the 
lumbering business to advise us. 

Mr. Hays of Ohio. You did not get anybody to advise you about 
the General Motors trucks. You did not get anybody to advise you 
about that $25,000 or $30,000 house for the manager shown in the 
picture there on the board. You did not get anybody to advise you 
about the workmen’s camp, or the expensive administration building. 
The only thing that you want advice on is the sawmill, and that makes 
me at least believe that the bidder somebody in your shop wanted, was 
not the low bidder so you have proceeded the way you have. There 
is no other conclusion that a sensible person could come to. I have 
seen all kinds of shakedown artists and I can smell them, I do not 
have to see them. 

Mr. Arnoup. I am sorry that you take that attitude. 

Mr. Hays of Ohio. There is no other attitude that a sensible per- 
son could take. 

Mr. Arnoxp. I can promise you that was not the case. 

Mr. Hays of Ohio. There is something wrong some place when 
the testimony of your people is that on the strength of the opposition 
of one bidder—one bidder who sat there arrogantly and told us that 
he wrote the specifications for the Iran sawmill and he did not know 
or care whether it would work or not, this bid was turned down. 
You have used at least three different stories before this committee 
about why you turned it down, or somebody in your shop has. 

Mr. Flesher sat here and testified he did not tell me you were pro- 
ducing fertilizer in Korea, and I went back and the hearings show 
that he did tell me that. It is right here in black and white. You 
did not tell that you had a management problem in that fertilizer 
plant. You have spent $35 million and you do not have a manager 
yet. 

Mr. Arnoip. We do not. 

Mr. Hays of Ohio. You have proceeded without management from 
what I can get from all of these pictures, have you not? You have 
spent God knows what. 

Mr. Arnotp. May I say this is a $100 million project. This forest 
represents $100 million worth of forest products. 

Mr. Hays of Ohio. You have proceeded so far without any manage- 
ment; is that correct ? 

Mr. Arnotp. We have paid for the equipment. The Chinese Gov- 
ernment has gone ahead on this so far. They are doing it. They 
built the road. 

Mr. Hays of Ohio. Sure, but you paid for all of the General Motors 
equipment. 

Mr. Arnotp. We paid for that; yes. 

Mr. Hays of Ohio. I am curious. Is that part of the program of 
what is good for General Motors you pay for without question, but 
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if it is for somebody else you question? I cannot help feeling that 
way about it. 

Dr. Morean. Mr. Carnahan. 

Mr. Carnanan. You said that your logging operation will cut 
100,000 board feet of logs in a day ? 

Mr. Arnoxp. Yes. 

Mr. CarnaHan. We have been told that the specifications of the 
mill call for cutting 60,000 board feet in an 8-hour day ? 

Mr. Arnon. I would have to look that up. 

Mr. CarnaHANn. I was just wondering about the discrepancy be- 
tween a mill that would cut 60,000 board feet a day and a logging 
operation that would cut 100,000 board feet a day. You said that per- 
haps some of the logs would be marketed. 

Mr. Arnowp. All of the logs. Even if we were to place an order for 
a mill today I presume no one would get a mill over there under forced 
draft under 9 or 10 months. 

Mr. CarnaHan. I see that you could double the operation by putting 
two 8-hour shifts on. 

Mr. Arnotp. They propose selling these logs as such in this pond 
to the local manufacturers of furniture and the people there in Taiwan 
There - e some 300 or 400 sawmills who buy their logs. 

Mr. Carnauan. Do you think that the 100,000 board feet of logs a 
day well be marketed ? 

Mr. Arnoxp. I think that it would have to go to the export market. 

Mr. Carnauan. If that had to be done I question the wisdom of a 
mill at all. 

Mr. Arnoxp. On the railroad ties, for instance, there is an oppor- 
tunity of getting an export market, saving foreign exchange, and 
they have already entered into an agreement with Korea to “supply 
them with railroad ties. 'They would have to have modern equipment 
to turn out railroad ties of any substantial amount. 

I visited three of the sawmills and the ones that I saw are rather 
antiquated. I did not see a single bandsaw. I did not see a single 
circular saw. I saw oscillating saws that go up and down like this 
[illustrating]. 

Mr. Carnauan. They are pulled by machinery and not by human 
beings ? 

Mr. Arnoip. That is right. 

Mr. Carnanan. If I understand you correctly, you said that this 
logging operation, 100,000 feet a day, would cut out the available tim- 
ber in 1 year ? 

Mr. Arnotp. The available timber as far as this access road is con- 
structed. ‘Thought should be given in the overall management plan 
as to what areas should be cut next; whether it should be selected cut- 
ting; whether they should cut the hardwood or the soft woods and find 
what specifications are needed in the market and the export market. 
They can cut it with the available equipment on the site. They could 
cut as far as that road right in the center of the picture that takes you 
through this mountain range. The trail you see coming up the moun- 
tain in the lower colored picture there was taken about half way down 
the mountain and is not in the forest area. That has been denuded 
practically by the Japanese and that carries on where the Japanese 
stopped sawing 10 or 15 years ago. 
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Mr. Carnawan. We have had the information given us that the 
available timber in the entire area there ranges all the way from 1 
billion board feet up to 3 or 4 billion board feet. 

Mr. Arnoxp. I can only tell you what the Weyerhaeuser man told 
me. There is in the logging operations in the Pacific Northwest an 
optimum number of situations that will allow you to take lumber out 
profitably. There is an incline where you can proceed profitably to 
take lumber out. Some of this big timber is running down like that 
[indicating]. He says in his opinion that it would cost more to get 
it out than you can salvage by sawing some of that timber. How 
much of it will be in that category I cannot say. 

I saw some big trees. You can see a butt log of one of the big trees. 
I am standing beside one there. That is probably 514 or 6 feet in 
diameter. I saw some 9 feet in diameter. Most would average about 
three feet indiameter. The hardwoods are not that large. 

Mr. Carnauan. This one trail that would log a certain portion of 
the area represents only a comparatively small amount of the avail- 
able timber. 

Mr. ArNnowp. Yes. 

Mr. Carnanam. We also have the notion expressed that it would 
perhaps take 45 or 50 years to log off the available timber. 

Mr. Arnoxp. It could be done in 10 years. 

Mr. Carnauan. The whole thing could be logged off in 10 years? 

Mr. Arnotp. Yes. If they proceeded the way they could at maxi- 
mum full speed ahead it could be done. 

Mr. Carnauan. The so-called blocking system would hardly work 
out if the whole track could be cut in a 10-year period ? 

Mr. Arnotp. I do not think that it will be. That is a possibility 
that it would. They have to find a market for the given timber. This 
lumber is good for export. 

Mr. CarnaHan. Are all the logs being cut that are available from 
this trail regardless of size? If a tree is above a certain size is the 
tree left? 

Mr. Arnorp. Everything is being cut. 

Mr. CarnaHAn. What is being doing with the really big logs? 

Mr. Arnorp. They are being cut and left there until they get the 
crane up there. They have not gotten the winches in position where 
they are going to ultimately put them. 

Mr. Carnanan. If you get the logs to the pond how can the big logs 
be used ? 

Mr. Arnotp. They can saw them. 

Mr. Carnanan. There is equipment that can handle the big logs? 

Mr. Arnotp. Yes. Not in the length that they are now, but they 
can cut them up. The logs that I saw at the three sawmills I visited 
were seldom longer than from here to the chart. 

Mr. Zastockt. How many saw mills did you visit? 

Mr. Arnon. Three. 

Mr. Zastockt. Could they step up their production ? 

Mr. Arnoxp. They were in the middle of the villages we went 
through. As I would see one I would stop and look at their opera- 
tion. 

Mr. CarnaHANn. What size were they ? 
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Mr. Arnorp. I suppose the saws that I saw were 6 or 7 foot saws, 
or maybe 8 feet in length. They were oscillating so they would not 
cut the big logs. They ‘would cut maybe a 4-foot log. 

Mr. CarnaHan. Would the management contract be an overall man- 
agement contract, or a management contract for the logging operation 
and perhaps another one for the oper ration of the mill and another one 
for the marketing of the products? 

Mr. Arnoxp. I am delighted that you brought up that question. It 
would be one contract. He would be responsible for developing the 
forest products, the engineering, and the layout. I am very sure that 
if we had a management contract they would not be building that 
pond there. I hope it works, but I do not think it will work. I do 
not think it is big enough. I do not think there is water enough. It 
has already been done, and we had nothing to do with it. It would 
be my hope that he would take over the two remaining men we have 
there now on recruitment. There should be no divided responsibility. 
He would also have to work with the Ministry there on the exchange 
rate. There has been a change in the exchange rate recently. When 
I was there, the exchange rate was such that even if they brought these 
logs down for free you could still import cheaper than you could saw 
your own forest. That has been changed to a large degree by the 
devaluation which has taken place in the last 2 or 3 weeks. All of 
those overall management problems will have to come into this opera- 
tion to make it successful. 

Mr. Carnanan. Isthere a difference of opinion between ICA, Wash- 
ington, and the Chinese Government as to just what ought to be 
involved in the complete operation ? 

Mr. Arnoitp. When you say “the Chinese Government,” you have to 
specify whom you are talking about. Mr. Martin Wong, who was the 
economic counselor of the Embassy in Washington, and a very, very 
high-grade man, subscribes to our v jews entirely. 

Mr. Carnanan. Whom do the J. G. White Co. advise ? 

Mr. Arnotp. The J. G. White Co. says—why do you not let us put 
another man on ? 

Mr. CarnaHan. Whom do they advise in connection with the Chi- 
nese Government ? 

Mr. Arnotp. They advise CUSA. Mitchell Wong, I think, is the 
name of the forest expert on this. 

Mr. Carnanan. The specifications for bid to furnish the equipment 
did include things other than sawing the logs ? 

Mr. Arnotp. Yes. 

Mr. Carnanan. We understand there is to be a briquette plant to 
make briquettes of the sawdust, and that there is to be a chip mill and 
there is to be planers and moulders. Are they a part of this project? 

Mr. Arnorp. If management recommends that; yes. I do not think 
we have had a good lumberman evaluate this for what is needed—I 
really do not. If he says that is what we need, I will buy it. I will 
be satisfied. A man who has produced and sold lumber successfully 
is what T want. 

Mr. Carnanan. These auxiliary plants are a part of the specifica- 
tions on which bids were submitted, are they not ? 

Mr. Arnorp. Yes. 
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Mr. Carnanan. And is it your opinion that these auxiliary plants 
are not needed ? 

Mr. Arnoxp. I will say this, I have seen too many plants built 
around the world for which there is no market for the finished product, 
and we in ICA are taking an awfully careful look-see on future capital 
projects involving manufacturing facilities, wherever they may be, 
and we have somebody look at it that has made that type of product 
before and take their advice and then we will know that the raw mate- 
rials are right and the costs are within range, that they can sell their 
product and that the undertaking will be a credit to this country 
and to the host government. I used to sell material myself, and I am 
not critical at all of these people who are selling machinery, but a 
machinery manufacturer is not the one necessarily, the best one, to 
advise us on how big a cement mill we should put in. We should have 
a cement manufacturer that will tell us what size mill to put in, in my 
opinion. I think that we should have management consultants to 
begin with. 

Mr. Carnanan. Did ICA, Washington, specify the wants or speci- 
fications that are submitted for bids in the Ta Shu Shan project ? 

Mr. Arnoxp. I do not know. 

Mr. CarnaHan. Who did submit the specifications? 

Mr. Arnoip. That was done in China. 

Mr. Zastocki. Why did you not get the counsel of successful lum- 
bermen to look over the specifications before ICA sent out specifications 
for bid? 

Mr. Arnotp. I cannot answer that. 

Mr. Zas.ocki. That is poor management, is it not? 

Mr. Carnanan. ICA Washington, ordered the specifications sub- 
mitted for bids? 

Mr. Arnotp. Yes. 

Mr. Carnauan. And did that on whose recommendation ? 

Mr. Arnoip. That was before my time. I would have to refer to 
some of these gentlemen here. 

Mr. Hays of Ohio. When did you come in? 

Mr. Arnoip. I came in in November 1956. 

Mr. Zasiockt. Is there anyone present who can supply the answer? 


STATEMENT OF C. W. FLESHER, ASSISTANT DEPUTY DIRECTOR, 
OFFICE OF THE DEPUTY DIRECTOR FOR TECHNICAL SERVICES, 
INTERNATIONAL COOPERATION ADMINISTRATION 


Mr. Fiesuer. I might be able to clarify the point. Missions are 
generally speaking autonomous and it is only those things that are 
questionable and controversial that need to be referred back to Wash- 
ington. We included in our program for Taiwan our overall program. 
Washington did include it in a broad project for them to implement in 
the field. J.G. White Co. were the ones who followed through on the 
technical aspect of the project, but when we in Washington told the 
mission in the field to proceed we at that time told them we wanted 
them to take care of management. There was an administrative error 
in Washington. That information did not get to the mission, and 
they did not know of our strong wishes for management. It was only 
when we found out they were proceeding without taking this into 
consideration, concurrently with the implementation of the job, that 
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we interceded from Washington. It was all referred back to Wash- 
ington. Normally, had the management aspect been taken care of, 
Washington would never have been involved in the implementation 
of the project, with the mission set up as it is, generally speaking, 
on an autonomous basis. We try to have them do all they possibly 
can because we cannot have everything coming back to Washington. 
We would never get anything done. 

Mr. Carnanan. Is it a common occurrence in ICA that after a mis- 
sion submitted specifications for bids that ICA, Washington, finds 
that they are not suitable and suspends further action ? 

Mr. Arnot. Very seldom. 

Mr. Firsurr. The specifications were prepared in the field by the 
J. G. White people and the Chinese Government’s authority to carry 
out their project. The bids were a request from China, not Wash- 
ington, through the Central Trust of China, and again had this project 
been implemented along the lines originally requested from Washing- 
ton to the mission, everything would have been handled in the field—a 
review of the specification, an awarding of the contract, and every- 
thing. It was because of that administrative error in Washington that 
this thing all started. 

Mr. Carnanan. Then the objection of ICA, Washington, is the 
absence of a management contract ? 

Mr. Arnoitp. Absolutely. 

Mr. Carnauan. And you have no objection to the specifications that 
were submitted for the technical equipment ? 

Mr. Arnotp. No, sir. I want management to advise us how to do 
and oversee this entire lumbering operation. 

Mr. Carnanuan. If the people you engage in a management contract 
say that the specifications were not correct, then you will want new 
specifications and want a new bid ? 

Mr. Arnoxp. Yes. 

Dr. Morean. Mr. Merrow. 

Mr. Merrow. You stated a moment ago, or Mr. Flesher, that the 
mission was autonomous and that it is not advisable to have these 
various specifications come back to Washington. Now, I am thinking 
of general policy. Is that the prevailing policy that the specifications 
for different types of projects all over the world are approved without 
Washington seeing the specifications ? 

Mr. Fiesner. When I say “autonomous,” that is not true in all 
cases. It depends so much upon the project. We have what we call 
NFCR, no further clearance required. If we go back to the field and 
say no further clearance required, they do not have to come to Wash- 
ington for any further review on our part because we feel that it is a 
simple project, something they can do in the field and that they 
should not bother us with it, that they should carry it out. On the 
other hand, on huge projects, we would not allow the field to carry it 
out. A $20 million fertilizer plant would be handled constantly with 
the field and Washington working together on it, but a small, simple 
project would be carried out in the field by the mission and their 
technical advisers. 

Mr. Merrow. Is every mission in the world being notified that before 
any projects are let you are going to have management surveys? Is 
that the policy now? 
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Mr. Arnotp. They have not been told that. Missions vary, as you 
know. 

Mr. Merrow. That is right. 

Mr. Arnowp. In Latin “America, for instance, we have no capital 
projects. It is only technical-assistance programs that we have down 
there. In Korea and in Taiwan we have high- grade engineering firms 

to advise host governments. They are put there for the purpose of 
anaes the host government and much of the work which at one time 
was done in Washington is now done in Taiwan and in Korea either 
by the J. G. White Co., or Smith, Hinchman & Grylls. 

Mr. Merrow. What is to be the policy of ICA in the future? Is it 
to be the policy that before a project of this type or another type that 
there is going to be a management survey?! 

Mr. Arnoxp. I think under your last year’s Mutual Security Act 
your section 517 provides for a pretty c areful engineering survey on 
any projects like this. That will take care of a large portion of these. 
I might also say that the indications are that similar projects to this, 
the capital projects, are drifting toward the Development Loan Fund 
and not ICA at all. 

Mr. Curperrtetp. Mr. Arnold, you pay the J. G. White Co. to ad- 
vise you? 

Mr. Arnotp. No. They advise the Chinese. 

Mr. CurrrerrreLp. And you permitted them to go ahead and make a 
survey and estimate. Now you turn up and say that is not good 
enough, yet you have paid them for it, and now you have to get some- 
body from the outside to do it over again. Does that make sense? If 
they were not good enough in the beginning, you should not have hired 
them, and if their advice is good, you should not have to duplicate it. 

Mr. Arnotp. What we are proposing to pay for now, sir, 1s overall 
management on the whole lumbering operation. 

Mr. Crirerrtecp. And a review of the very things that you have 
paid the J. G. White Co. to do? 

Mr. Arnorp. That would not take very long. 

Mr. Merrow. You say, and you fr eely admit, an error was made in 
not informing the mission in Taiwan of the policy adopted by the 
ICA here in Washington, and then I think you stated you assumed 
they had taken into ce onsideration the man: igement problem. Do you 
mean by that you assumed they had been notified and were taking 
into consideration ? 

Mr. Arnorp. I do not quite understand your question. 

Mr. Merrow. You said that you assumed that the people in China 
were considering management services when they advertised these 
bids. 

Mr. Arnotp. I think all they were assuming was starting up tech- 
niques and the people to show them how to run the sawmills. I do 
not think they had the slightest conception at that time of some man- 
agement group to show them overall foreign management. T do not 
think that they had the slightest conception of it. I do not think 
they have it today. Iamsurethey do not. 

Mr. Merrow. Is this a unique case? Have other bids been de- 
ferred because of this policy decision that there should be manage- 
ment services? 

Mr. Arnotp. This is a unique case. I understand this committee 
is going to look into other countries, but it is unique in this particular 
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operation. The problems that you are looking into at Pakistan are 
not like this. I would consider this unique. 

Mr. Merrow. ‘There was no checking on the operation in China to 
find out whether they were taking into consideration the manage- 
ment problem; is that right? 

Mr. Arnotp. That is right. 

Mr. Merrow. Now, you were in Taiwan when the January 8th di- 
rective came out. Orders were sent out no award should be made on 
bids previously requested. 

Mr. Arnoxp. I would have to look at my diary. 

Mr. Merrow. But the people who were bidding were not informed 
of that change of policy ; 1s that correct ? 

Mr. Arnovp. Well, 1 think what you are talking about is Mr. Smith’s 
current views on any change of policy. Mr. Smith is insistent that we 
have management attached to our capital projects, and of course this 
was before Mr. Smith came to the agency 

Mr. Merrow. I am talking about the January 8thcable. The orders 
were sent out that no award of contract should be made. Then the 
closing date for the bids that came in was March 18, 1957. 

Mr. Arnotp. That is right. 

Dr. Moran. Mr. Hollister was head of the agency at that time. 

Mr. Merrow. What I would like your opinion on is this: when a 
situation like this develops should it not be general policy to inform 
the people who are preparing the bids that no award is going to be 
made on the bids even though they prepare them and submit them ? 

Mr. Arnowp. I will buy that; yes. I would like to do that. 

Mr. Merrow. I would think that would be the fair way of doing it. 

Mr. Arnoitp. A wonderful idea. 

Mr. Merrow. How long will these logs keep there after they are put 
into the water before they deteriorate? 

Mr. Arnoxp. If they are submerged in water they will keep indefi- 
nitely. 

Mr. Zasiockt. You did state that the pond was not large enough to 
contain the logs that were cut. What do you do with the excess logs? 

Mr. Arnoip. They will either have to sell logs or stop cutting, one 
of the two, because they are just as aware as I am and you are that 
these logs will not keep. They would not keep even in the New Eng- 
land climate. I had 10 million board-feet of lumber come down in 
20 minutes in the 1938 hurricane and I know what it is to keep logs, 
and we kept them for 7 or 8 years whihe we were sawing up the logs. 
They kept perfectly in the water. There are some there now, and that 
was nearly 20 years ago. 

Mr. Zancockt. We are not questioning that the logs will not keep. 
You stated that there was an insufficient amount of water to keep 
them. 

Mr. Arnon. In my opinion this is not a storage pond. It is being 
designed so that they can pull out the right log that the buyer wants. 
The logs will be in there in all shapes and descriptions you can see. 
Some will be 8 feet in diameter, some will be 2 feet. The pond will be 
there so that they can snake out the particular logs they want. Obvi- 
ously they are not going to stack them up higher t than the water level. 
J hope th at, it suffices. I wish that we had had management advise 
them in the first place. I know that they will make the best of what 
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they have there. But we certainly have given them no advice as to 
how they ought to be handled. 

Mr. Merrow. I am interested in a response you made to Mr. Car- 
nahan’s question of a few moments ago, that there are sufficient mills 
to take care of the logs that are coming as a result of the logging 
operation in Taiwan at the present time. ite 

Mr. Arnoxp. I have been informed that there are some 500 mills in 
Taiwan of all sizes and descriptions. I doubt if there is a single mill 
that is large enough to handle a 40-foot log 4 feet in diameter. I 
question there is a single mill that knows exactly how to save the most 
number of board-feet out of each log and saw it so it 1s not going to 
crack and split almost to pieces. We met one of the forestry men 
there in Taiwan who has sawed western timber. He said that this big 
stuff had to be handled just about right because if you opened it up 
and it all checks before it is used, and it dries, you are going to waste 
a good part of the timber by great big check marks going down 
through the center of it. There is a way that they know how to pre- 
vent that. That isa part of management. 

Mr. Merrow. For those various reasons then you believe this type 
of mill is absolutely necessary ? 

Mr. Arnowp. I do not say this type of mill. I do not know what 
type of mill is necessary. I am going to have to take the advice of 
somebody who is in the lumbering business to tell me whether it is 
the right type of mill or not. Certainly we did not get the right type 
of mill for Iran. 

Mr. Merrow. That leads me to ask this: Having become familiar 
with the specifications which were presented, do you feel that the 
specifications were correct for the mill that was proposed ? 

Mr. Arnotp. In answer to that, I saw the specifications myself. 
They seemed obscure tome. They did not seem very definite. I sent 
them to the Department of Commerce at their recommendation to see 
whether it was clear to them and they said that it was unclear. 

Mr. Merrow. We had testimony before the committee that presen- 
tation of general specifications is the accepted practice in the industry. 

Mr. Arnotp. That very likely could be, but the specifications were 
notcleartome. I havea letter from Mr. Mueller. 

Mr. Merrow. But the matter was held up, not because of specifica- 
tions, but because of the management surveys ? 

Mr. Arnotp. That is true, but I wanted to know whether if all 
other things were resolved, would the mill be all right. Could we go 
ahead with it? 

Mr. Merrow. Do you envision that the management service con- 
tract, if it goes through, would result in bringing up a whole new set 
of specifications ? 

Mr. Arnotp. Probably not too far different, sir. Just offhand I do 
not know whether you need briquette machines or not. It seems to 
me that there would be an excellent opportunity for private industry 
to come in and buy the waste products of the mill. It seems to me 
that it would be a wonderful opportunity. 

Mr. Merrow. This subject is highly technical, but I tried to de- 
termine how the management service is different from the drawing 
up of the specifications for sawmills. 
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Mr. Arnoxp. Drawing up the specifications is just the start. 

Mr. Merrow. Would you further clarify it? The question was 
asked you a few moments ago as to how you could proceed with such 
a logging operation without the benefit of a management contract and 
yet you thought that it was proper to delay aw ards because you did not 
have it for the mill. 

Mr. Arnotp. They have management up there in a manner. The 
views of the logger from Weyerhaeuser are being carefully taken and 
subscribed to. ~ They are doing everything he shows them how, as he 
shows them how, and where he shows them where to do it. They were 
totally at sea. They had never seen a chain saw before. They had 
never scaled a tree. They had never topped a tree. They did not 
know what a skid was. He personally had to stand right over them 
and show them. There is management in there as far as that one par- 
ticular phase is concerned. 

Mr. Merrow. But if you have a management contract set up it would 
absorb everything? 

Mr. Arnoxp. Yes, absolutely. 

Mr. Merrow. There would be new management and they would 
take over where these people leave off ? 

Mr. Arnotp. They would undoubtedly take over. I heard this morn- 
ing that 1 of the 3 men we have recruited has already returned to the 
States. He was out there to keep teaching them in the operation and 
maintenance of the logging diesel equipment. I cannot believe they 
know all there is about Mnaintaining that equipment in that short period 
of time, but maybe for other reasons he left. I do not think it is going 
to be necessary to keep a man there too long to show them how to climb 
trees and top them. They are good at picking up tasks of that nature. 
They are extremely proficient in learning fast. I think it will resolve 
itself in overall forest management. 

Mr. Merrow. It is difficult for me to see how much of an error would 
have been made if you had gone ahead and let this contract to the 
lowest bidder and then gone along with your management contract 
under these circumstances. 

Mr. Arnoxp. I would have to dig the bids out to look at them. If 
my memory serves me right, they ranged several hundred thousand 
dollars from the high bid to the low bid. 

Mr. Merrow. That is correct. 

Mr. Arnorp. It is not my recollection that this even was the low bid. 
I think there were considerable bids lower than this. 

Mr. Merrow. In view of what has gone on in reference to the log- 
ging situation, and in view of the information that was obtained from 
the a G. White Engineering Co., and so on, if, as you have said, the 
specifications did not co onstitute sufficient reason for delaying the bids, 
it is difficult for me to see how this management contract error, or this 
management contract situation is sufficient reason for delay. 

Mr. Arnorp. I can appreciate your views, and I subseribe to your 
views. If you had sat in my seat and had seen the trouble that we went 
through on that Iran mill, and had just been through it—and I have 
seen it on the hillside, and I have seen it since it has been taken out 
of the hillside, and to me it is a sickening thing to see $500,000 of 
United States money spent on a mill that is absolutely and totally in- 
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adequate. The carriage would not have stood the thumping of those 
heavy teakwood logs coming down on them, three or four thousand 
whacks a week. It would have been torn all to pieces. 

This may be a suitable mill, but I assure you we were just appalled 
at the wrong mill that was for Iran. We had just gone through 
that and we did not want two similar situations like this. They 
say that it is the best possible mill, the right size. I hope that it is. 

Mr. Merrow. I appreciate that. I do not want to see errors here 
either, but one col ialwiad conclude from what you have just said 
you were afraid that this mill might be a reproduction of the Iranian 
situation. 

Mr. Arnoip. There is no management on the other one either, not 
the slightest. 

Dr. Morean. Mr. Arnold, Mr. Harris, of the United States Wall- 
board Machinery Co. was the successful bidder on the Iranian mill, 
and he testified he submitted an alternate bid with specifications that 
he thought were more practical than those in the bid invitation. 

He based his bids primarily upon the number of board feet that 
the mill could produce. 

Mr. Arnoxp. That is it. 

Dr. Morean. There has been a suggestion that Mr. Harris might 
be somewhat responsible for ICA holding up the bid on Taiwan as 
a result of the objections he raised about the Enterprise people. Let- 
ters from him indicated that Enterprise had had no foreign experi- 
ence and that they had never built a mill this big. 

Mr. Hays of Ohio. I have just been reviewing that testimony and 
he in just so many words said that. In fact, he said that he wrote 
the specifications on the Iranian mill so that only he could be success- 
ful, and then he said that when he found out that he was not going 
to get this bid, or thought that he could not be the low bidder, he 
contacted friends in your agency and had this one stopped. I said 
to him that he would not have objected if he had thought he was 
going to be the low bidder, and he said, “Oh, no, we would not have 
any reason to object then.” 

Mr. Arnoxp. I know nothing about that. 

Mr. Hays of Ohio. Somebody down there does, and everybody who 
has come up here denies it. 

Mr. Arnotp. I would like to find out. 

Mr. Hays of Ohio. I think if we get the telephone company’s 
records we might find out. 

Mr. Arnotp. I would like to know. 

Mr. Hays of Ohio. I am for sending somebody to jail for this mess. 

Mr. Arnotp. If you can find them I will send them to jail, too, 
because I cannot believe we have the slightest conclusion of that. T 
will bet my right arm on that, absolutely. 

Mr. Hays of Ohio. You sent out your order within a matter of hours 
from the time U. S. Wallboard wrote you their first letter. Is that 
just a coincidence? 

Mr. Arnotp. I know nothing about that. 

Mr. Merrow. I have just one thing more: Is it, then, correct to 
assume that these bids were deferred because you were worried that 
the same thing that might happen here that happened in Tran because 
of lack of management? 

Mr. Arnoip. That was a great concern of mine; yes, sir. 
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Mr. Merrow. But the specifications did not play a major factor 
in it? 

Mr. Arnotp. To me it is awful in any capital project not to have 
management there at the outset to tell us what to do. 

Mr. Merrow. I agree. 

Mr. ARNOLD. Whether it is a sawmill or fertilizer plant, we are up 
to our neck in trouble now both in Taiwan and in Korea, and it is 
only because we didn’t have somebody at the outset to advise us. We 
have listened to machinery manufacturers to tell us what we should 
buy. I tell you we should have the people who have the finished 
product to make recommendations what to buy. They will assume 
that responsibility. 

Mr. Merrow. As far as you are concerned, this action was taken 
independently and not because of any objections from unsuccessful 
bidders? 

Mr. Arnotp. Independently. 

Mr. Merrow. Thank you. 

Dr. Morgan. Mr. Zablocki ? 

Mr. Zastockt. Thank you, Mr. Chairman. 

Mr. Arnold, how many people are in technical service in ICA ? 

Mr. Arnot. In the Washington office there are about 650. 

Mr. Zasiocki. How many of them are trained in management 
service ? 

Mr. Arnotp. In management ? 

Mr. Zasutocni. Yes, sir. 

Mr. Arnoxp. I don’t presume there are many that are trained in that. 

Mr. Zastockt. If management contracts are advisable on ICA proj- 
ects, why do you have 650 of them in ICA technical services ? 

Mr. Arnotp. Technical services cover the whole range of ICA opera- 
tions. Everything that is done around the world of a technical nature 
is covered in the technical plan. We have health, we have civil police, 
we have medicine, we have malaria control, we have agriculture. We 
have our industry shop. We have our contract shop. We have our 
training shop, where the participants all come in and are taken care 
of. We have audiovisual, we have community development, we have 
housing. Every one of those have specialists in that particular field. 

Mr. Zariockt. Do you have specialists in setting up bids? 

Mr. Arnotp. We have a procurement shop, too. 

Mr. Zastockt. Who was the specialist that then failed to realize 
that management services should have been included in the specifica- 
tions in the first place ? 

Mr. Arnotp. Well, I have hollered about this thing for 2 years 
myself; Mr. Flesher, who was head of the Industry Division when I 
came there, I know he has hollered about it. We have all sought to 
have management in these various projects around the world. 

Mr. Fursner. Mr. Arnold, I would like to answer that, sir. We 
didn’t fail. There was an administrative error. That is, the people 
studying this failed because on April 4, 1956, the Industry Division 
of ICA wrote a memo to the Agricultural Division in ICA, the 
Agricultural Division being responsible for this particular project, 
the type being a forest project, saying that they would go ahead with 
this project and approve it, and with no further comment, provided 
“subject to favorable considerations as to the operation back of the 
sawmill.” 
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That was their wording, meaning management, and “two, on 
assumption details will be provided to permit evaluation of type and 
kind of equipment to be purchased,” meaning that we have adequate 
specifications, “and three, details including the justifications for 
purchase of additional chippers and asking for comment.” 

It is unfortunate but this information from industry to the Agri- 
cultural Division in ICA was not transmitted to the mission. 

Mr. Zastockt. That is the administrative error that you referred to? 

Mr. Fiesuer. Yes. 

Mr. Zasiockt. Who detected that administrative error? Who 
called it to your attention, that finally brought about this stoppage of 
the award? 

Mr. Fixesner. Mr. Sweeney, can you answer that? 

Mr. Zaxsiocki. That is very interesting. Who detected that 
administrative error ? 


STATEMENT OF WILLIAM F. SWEENEY, FAR EAST AREA OPERA- 
TIONS CHIEF, AREA OPERATIONS DIVISION, OFFICE OF INDUS- 
TRIAL RESOURCES, INTERNATIONAL COOPERATION ADMINIS- 
TRATION 


Mr. Sweeney. There is a memorandum in the file dated December 
28, 1956, from a representative of the Industry Division of ICA to 
Miss Hughes, who is the desk officer and the memorandum says that— 

Due to inquiries from industrial sources, the Industry Division has initiated 
investigations to determine the status of the undertaking. 

It was at this point that general industry, outside industry, called 
the attention of ICA to the fact that invitations were extended 
through the trade for this. 

Mr. Zavtocki. Will you identify the industry? Does your memo 
have the identification? Who was the person that called that to your 
attention? Why doesn’t it contain the identity of the person? 

Mr. Sweenry. The memo was by a man by the name of McNaron to 
Miss Hughes. McNaron was in the Industry Division of ICA. 

Mr. Hays of Ohio. Is he still there? 

Mr. Sweeney. Yes. 

Mr. Hays of Ohio. You could put in there synonymously with what 
you call “from the industry,” U.S. Wallboard; could you not? 

Mr. Sweeney. No; it is possible, but 

Mr. Hays of Ohio. They testified they are the ones that did it on 
that very date, or approximately that date. 

Mr. Sweeney. I am not in position to make a judgment of their 
testimony. I didn’t hear it, but it is a fact that on January 2 we re- 
ceived a letter, which was subsequent to the date of this memo, De- 
cember 28, and the letter was from the United States Machinery, 
United States Wallboard. 

Mr. Hays of Ohio. Then it would indicate they called you on the 
telephone prior to the letter. That is about 4 or 5 days difference. 

Mr. Sweeney. There is a difference of 4 or 5 days. 

Mr. Hays of Ohio. Are you in position to supply to the committee 
the name of the industry that called it to your attention? 

Mr. Sweeney. Let me refer to the file. 
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Mr. Hays of Ohio. Every indication and every evidence points to 
the fact it was the unsuccessful bidder, and at the same time the one 
who had delivered a very inoperative mill at Iran. 

While they get that information, Mr. Chairman, I would like to ask 
further 

Mr. Sweenry. Excuse me. We have the information. In this 
memo it says: 





Due to inquiries from industrial sources, specifically a request for bids om 
equipment for this plant by the Kiu Dak Trading Co., which were dispatched 
December 5, this office initiated an investigation. 

In other words, the question is whether or not the name of this 
company is a representative of one of the bidders on this mill, because 
we have a list of the bidders here. I don’t know who this company 
represents. 

Mr. Zastockr. You have nothing to indicate whether it is a sub- 
sidiary of United States Wallboard ? 

Mr. Sweeney. No, sir. 

Mr. Hays of Ohio. That was a telephone call, was it ? 

Mr. Sweeney. I don’t know whiethed: it was a telephone call or not. 

Mr. Zasiockt. What was the name of that individual again, please ? 

Mr. Sweeney. The name of the trading company was Kiu Dak 
Trading Co., and the name of the individual who wrote this memo is 
Charles G. McNaron. 

Mr. Zastocktr. Mr. Flesher, you stated that ordinarily an NFCR 
is put on the project. If so, there is no further investigation by 
Washington, ICA. Has there ever been an NFCR category on this 
mill? 

Mr. FiesHer. Laura, can you answer that? 


STATEMENT OF MISS LAURA HUGHES, CHIEF, CHINA DIVISION, 
OFFICE OF FAR EASTERN OPERATIONS, INTERNATIONAL CO- 
OPERATION ADMINISTRATION 


Miss Hucues. At the time this project was approved we didn’t 
have the gimmick called NFCR. That came in at a later date, I 
believe. 

Mr. Fiesuer. For all practical purposes, I would say that Wash- 
ington did sign off on this project back in April 4, 1956. For all 
practical purposes Washington was through with this project and 
wanted the field to implement it. 

Mr. ZABLockl. And the controversy, using your wording, was the 
protest made by an industrial firm that there was not managerial 
service included in the specification. That was the controversy? 
You say only when there is a controversy there is a Washington ICA 
review of the project. 

Mr. Fiesuer. Yes, sir. It might be whatever comes to our atten- 
tion, that it appears something has happened in the Mission on a par- 
ticular project, Washington must be involved and we contact the 
Mission to see what the nature of the controversy is. We take action 
depending on the situation at that time, whatever it might be. 

Mr. Zastockt. Mr. Arnold, what portion or percentage of the lum- 
ber products are intended to be for export ? 
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As I recall your earlier testimony is in conflict with some testimony 
we had received in days gone by. You stated that most of it would 
have to be for export. 

Mr. Arnotp. I don’t know what the percentage is, actually. They 
do use now, I believe it is some $3 million worth of imported Philippine 
logs per annum in Taiwan. I am quite sure that on the ply Ook, for 
instance, they would probably still want mahogany plywood. I don’t 
think they would want this fir plywood. There would probably be 
a market for the mahogany. In furniture manufacture, which would 
be covered, and are made of wood, it is perfectly acceptable. It is per- 
fectly beautiful. I have seen a log as long as this room without a knot 
in it. What percentage I couldn’t say. It is the hope of the Govern- 
ment to use this to generate foreign exchange, to export as much as 
possible. I am sure that is a major objective in this. 

Mr. Zastocgi. In earlier testimony justifying the need for this mill 
the committee was told that the lumber was necessary for military 
housing and for domestic use. 

Mr. Arnotp. They do import some from the west coast, too, and 
to some extent they will use it, yes. Certainly the Chinese Govern- 
ment will be well advised if they have a type of timber which is more 
valuable for export, and they can gain by exporting, beautiful timber, 
and importing, perhaps somethit ng of a iesser high orade for building 
materials. They would be well advised todothat. I don’t think they 
have thought that thing all out. I think that they will have to seek 
their markets. 

Mr. Zasiocki. In answer to my colleague, you have stated that you 
are concerned as to the management services, and the operation of the 
plant, that all of the byproducts would be utilized. 

As I recall yesterday the very concern that was intended to make 
this survey stated that they weren’t sure, what was referred to by Mr. 
Harris, again, as extraneous machinery for producing briquettes, or 
for using the chips. I asked Mr. Fairhurst, as a lumberman, a suc- 
cessful one, “Do you believe the byproducts should be utilized?” He 

said “Yes, I do. The entire movement was to try to utilize the entire 
tree, providing you can do it profitably.” 

Mr. Arnotp. You want to use everything you can, certainly. That 
will take careful planning and not a couple of canals and building 
of a rayon mill if the thing is figured out, as to what to do about it. 

Mr. Zas.ocki. He further stated that he wasn’t very sure that 
other than the board feet of lumber, the chips or any of the byproducts 
could be profitably used. 

Mr. Arnotp. I am not, either. Tam not at all sure. That is why 
T think management should determine this. 

Mr. Zasrockt. In view of the evidence of poor planning on this 
sawmill, as well as the one in Iran, how much planning is being given 
to the reseeding of trees after cutting in the cut area? How much 
conservation is the ICA entering into? 

Mr. Arnotp. We have a pretty big program on reforestation in 
various parts of the world. I think that Taiwan ranks up there 
among the top in reforestation. They have reforested in other areas. 
They can’t reforest this of course unless it has been logged. T think 
there, again, they know about reforestation. They are determined 
to reforest that. I saw a little nursery that they had had for a 
number of years, planned to reforest this when it was logged over. 
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Mr. Zasitockt. That doesn’t answer my question. How much does 
your Department give to reforestation? You are telling us what they 
have done on their own , prior to ICA coming in there, perhaps. They 
might coordinate their ideas on reforestation with our ideas which 
we have done in other areas. 

Mr. Arno.p. I think you will find around the world we try to im- 
plement and show them the things they are not doing. Where we find 
a country that is really enthusiastic and doing well on reforestation, 
we help them if they ask us, we encourage it “all we can. We show 
them where they can get seedlings. In Spain we have shown them 
how to plant mechanically. We have made a big impression there. 
I am sure Miss Hughes can tell you more about reforestation than I 
can, as the desk officer. 

Mr. Zasiockt. There is coordination ? 

Mr. Arnop. Yes, sir; certainly. 

Mr. Zasiockt. If you were in private enterprise and there was such 
evidence as poor planning, would you discontinue the project on that 
basis if they are going to make mistakes, let them continue making 
mistakes ? 

Mr. Arnotp. Would you 

Mr. Zastockt. If you were in private enterprise and there was evi- 
dence of poor planning as has been brought before the committee, 
would you discontinue any further exercise in the future projects and 
let any mistakes be made by the foreign nationals, rather than we be 
blamed for them ? 

Mr. Arnowp. I promise you we are trying to learn by mistakes we 
have made in the past. 

Mr. Zasiockt. It is technical, of course, and a very difficult program 
to understand, but if we have the top technicians in ICA, I can’t 
understand why these mistakes have come to pass, in the first place. 

Mr. Cureerrietp. Mr. Chairman. 

Dr. Morean. Will you yield ? 

Mr. Zasiockt. Yes, I yield. 

Mr. CuirerrieLp. Mr. Chairman, I have an appointment at 12: 30. 
I want to make one statement. 

Mr. Arnold, I think you are absolutely right as far as manage- 

ment service isconcerned. I hope you stand by your guns. 

Mr. Arnotp. Nothing is going to change it. 

Mr. Currerriecb. I am sorry management service was not brought 
in in the beginning of this project. If you have management services 
in other projects in the future you will avoid a lot of trouble. 

Mr. Arnoxp. Absolutely. 

Mr. Currerrtevp. I have tried to suggest some way out of this mess 
in this particular instance. Whether my suggestion is worth con- 
sideration or not is something else. I hope that something can be 
worked out, and we can go ahead with the project. I am glad that 
you have taken the attitude you have, but we have a practical s situation 
that I hope you people will think about and see if something can be 
worked out, and get on with the project and then go on to future proj- 
ects that won’t cause so much trouble. 

Thank you very much. 

Dr. Morgan. Mr. Burleson ? 

Mr. Zascockt. I had one further question on the Iranian sawmill. 














136 MUTUAL SECURITY PROGRAM 


What is going to happen with the machinery that is there? Can it be 
utilized elsewhere or is there total loss ? 

Mr. Arnotp. In Iran? 

Mr. Zasiockt. Yes. 

Mr. Arnoxp. They are going to sell it. 

Mr. Zasvockt. The Iranian Government ? 

Mr. Arnoxp. Is going to buy it. 

Mr. Zastockt. Did we buy it or give it to them ? 

Mr. Arnotp. We financed it. 

Mr. Zastocki. Will any part of the American tax dollar after 
resale revert to the United States Treasury or is that all lost? 

Mr. Arnotp. They have title to it. We do not have title to it. 

Mr. Zasiockti. We financed it but how much of our dollars went to 
buy it ? 

Mr. Arnotp. Roughly half a million dollars. 

Mr. Zasiockt. When a thing like that happens, and if it is not 
used for the purpose it was intended, how is it we lose control on the 
sale of it? Why cannot we recoup some of our investment ? 

Mr. Arnowp. This particular site was all fouled up. The United 
Nations came in with advisers. They advised the Iranian Govern- 
ment to put it on the other side over by the Caspian Sea. Russians 
had agreed to rehabilitate the mill for free and set it up on the 
other side of the range. It has been completely bogged down. It 
had been left on its side in the original crates on the mountainside for 
2 years, and after a year of prodding, constant prodding, to get this 
thing organized, I initiated a refund action against the Iranian Gov- 
ernment to refund the United States Government the money which 
we had put in there because it had not been properly used. It was not 
us. It was they who had misused it. That initiated bringing it out 
from the side of the mountains, taking it down in the city of Teheran, 
where there was a warehouse that was not used. They had put it in 
there and spent over a hundred thousand dollars rehabilitating this 
mill. 

Mr. Zasvockt. You had initiated a refund action ? 

Mr. Arnoxp. Yes. 

Mr. Zastockt. Was there anything in the law which prevented that 
from being carried out ? 

Mr. Arnotp. No. The law states we can do that. 

Mr. Zastockt. Why do we not receive a refund? 

Mr. Arnotp. That is what started it. That is why they have put 
it back into operation. If they can sell the mill, and apply that 
toward the purchase of a proper mill, I would think that they would 
be well advised to do it. There is beautiful timber up there in the 
Caspian Sea, teakwood. It should be sawed. There is just as nice 
timber as there is anywhere in Taiwan. That is a problem that is 
now being considered by the Plan Organization. 

Mr. Zasvockt. When Iran sells that mill we have no control or 
supervision as to how they will use the money they obtain ? 

Mr. Arnotp. We have very little control in the plan organization 
anyway. 

Mr. Zastockt. It seems to me we ought to have some amendment to 
the law or some legislation to see to it that ICA will recoup. 

Dr. Morgan. Let us hear from the counsel of the ICA. 
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STATEMENT OF LESLIE A. GRANT, ASSOCIATE GENERAL COUNSEL, 
INTERNATIONAL COOPERATION ADMINISTRATION 


Mr. Grant. Under ICA regulations there is already a specific provi- 
sion to this effect and this regulation becomes part and parcel of every 
procurement authorization, or every project implementation order— 
I don’t want to sound technical—but every order issued by ICA which 
implements the project. The cooperating country must accept all 
the provisions contained in ICA regulation I. Among the provisions 
in a project agreement is a provision that the commodities procured 
must be used for the purpose for which they are supplied. If not so 
used, the country is responsible to ICA under regulation I for a refund 
of the amount of money which has been spent by ICA for the trans- 
action. 

In the situation that we have here, that provision would be opera- 
tive, so that if this sawmill in Iran was not—if this equipment was 
not used for a saw mill, for the purpose intended but was sold, under 
the provision 7 that regulation we would be entitled to a refund of 
that money. I don’t know anything about that specific instance or 
what is planned to be done, but as far as the regulation is concerned, 
the agency can recapture that money, and may very well do so. 
Whether in this particular instance it has been thought better not to 
recapture it, but to see it is used by Iran for the same general pur- 
pose, I don’t know, but the latter would be an unusual thing. 

The normal thing i is, if the commodity is not used for the purpose 
for which supplied, “Pay us back the amount of money which we 
paid for it. 

Mr. Zasvockt. What legal rights do we have in this particular Iran- 
ian situation? If an American concern drew the specifications and 
these specifications did not produce a usable mill in a particular 
country, is it not conceivable that we have blundered? We can’t 
claim a refund because it was an American company that drew the 
wrong specifications. 

Mr. Grant. It is a regrettable situation but the nationality of the 
country involved is a matter of indifference to us in our role of 
financing. We are entitled to our money back if the equipment for 
any reason is not used for the purpose for which it was supplied. 

Mr. Zasvocki. If we do have this refund, or credit, would there be 
some way of recapturing the American tax dollar by reducing the 
dollar amount in the next authorization and appropriation? I think 
that ought to be followed up not only in Iran but everywhere when it 
is ascertained that a program has been inadequately prepared. 

Mr. Hays of Ohio. We did that by amendment on their personnel. 
I reduced them bec we they would not come up with an explanation. 
We cut them down. I do not know who they fired but they had a 
hundred thousand dollars less to work with. 

Mr. Zasiockr. Do you think that would be one way of recapturing 
a sum due our country, Mr. Arnold ? 

Mr. Arnotp. You mentioned the Iranian sawmill. In relation to 
the amount of money allocated to Iran this is really a very insignifi- 
cant amount of money. 

Mr. Zapriockt. It is not insignificant to the American taxpayer, I 
assure you. It is a matter of principle. 
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Mr. Arnoip. That is true. 

Mr. Zasiockr. You can’t justify this program we have by poor 
planning and mistakes that have been brought to the attention of this 
committee from time to time. 

Mr. Arnotp. This particular Taiwan sawmill is one you hear about. 
Most of them you don’t hear about because the Government goes right 
ahead and does them. I am very happy that some of the mistakes 
that we have made in the past are now being corrected by some of 
these host governments. The very fact that there are 56 mills in [ran 
that are empty, not running, they have learned the hard way. That is 
not the way to industrialize a country. They have employed Ameri- 
can appraisers to go over there and get American capital to come over 
and start those mills up in Iran, get management in there, which they 
have not had. 

I visited a textile mill. We finished it. There were 10,000 spindles. 
In the middle of the ball game they decided that didn’t produce 
enough cloth and they ordered 30,000 more spindles. Nobody thought 
you ought to have more steam, more finishing equipment for the thing. 
Nobody thought you had to have more space to put the thing in. It 
was a hopeless mess. We got United Merchants & Manufacturers to 
go over there on a management contract. They not only have gotten 
the mill running, all running, but they canceled about a million dollars 
worth of unecessary equipment. They ordered the equipment and 
the mill will produce twice its rated capacity by the middle of next 
year. That shows what we can do if they will listen to management, 
and whether it be textiles, sawmills, I couldn’t care less. 

Mr. Zasiockt. Well, sir, it all leads to this one conclusion: Our 
technicians are too highly technical. We need people with more com- 
monsense. 2 

Mr. Arnotp. You see, concerns in this country have regularly 
taken contracts from operating companies. If Monsanto wants to 
build a plant they will go to a big construction company and say 
“Build us this.” They will give them the plans and specifications. 
When they get that plant they know how to run it. They have the 
technical skills to do it. If we build a plant for a foreign country 
they do not have those skills. Taiwan is the one country around the 
world where they have technical skills. They built that fertilizer 
plant themselves under specifications of Hydrocarbon Research. We 
didn’t build it. They put up the whole thing. They know what to do 
to make it operative. It does not operate. There is the one country 
around the world where they have the technical know-how to make 
things work and they can put in management. 

In no other country can they do that. 

Mr. Merrow. Will you yield ? 

Mr. Zastockt. I yield. 

Mr. Merrow. If you had a management contract in Iran prior to 
this mill business probably the difficulties would have been avoided ? 

Mr. Arnotp. I think so. 

Dr. Morean. Mr. Burleson ? 

Mr. Burreson. Mr. Chairman, I am tempted to comment on the 
situation in Iran Mr. Zablocki referred to. It seems to me it is like 
being hit by a 1925 model automobile and the guy gets out, does not 
have any insurance, and says, “Sue me.” 
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Mr. Arnold, in your replies to the questions of my colleagues, do 
I understand that the policy of ICA, by reason of its past experiences, 
and particularly in Iran, changed for the reasons you have just said: 
There was no management contract. Has the general policy changed 
for that reason ? 

Mr. Arnotp. I would say it is changing. It is not changing as far 
2s DLF are concerned, who are building much of these things today, 
but as far as Mr. Smith, the director, 1s concerned, he is very deter- 
mined that there will be management in these projects that we put in. 

Mr. Burteson. From now on? 

Mr. Arnoxp. He is determined that with anything we finance, that 
we have management at the outset in there. 

Mr. Burieson. And that policy started with the arrangements for 
this sawmill in Formosa ? 

Mr. Arnoip. That was before Mr. Smith’s time. Mr. Flesher was 
very largely responsible for the management in the Taiwan sawmill. 

Mr. Burreson. You didn’t have a “management contract for the 
fertilizer plant in Korea, or say a refinery, someplace else, or a steel 
mill in India? 

Mr. Arnoxip. No, sir; we do not. That bothers me terribly. 

Mr. Burieson. You have never had a management contract on 
projects prior to this sawmill project ? 

Mr. Arnotp. We have had many management projects after the 
things have been built, but we have never gone to producers of the 
particular raw materials to ask them to get their advice first as to 
what todo. We have not done that; no, sir. 

Mr. F.LesHer. Sir, we have had many management contracts to go 
in to take on the management and operation of a mill, after it had been 
built, but what we are trying to do is to get the management there 
before we make final decisions as to the project. 

In other words, come along concurrent. We want the benefit of their 
advice. 

Mr. Burueson. This action in connection with the sawmill in For- 
mosa, represents a change in ICA policy. Is that correct? 

Mr. Fiesuer. Let us say it represents policy. I think before this 
we did not really have, on this particular issue, we didn’t have a clear- 
cut policy. 

Mr. Burtrson. Thank you. That isall, Mr. Chairman. 

Dr. Morean. Mr. Hays, do you have any questions ? 

Mr. Hays of Ohio. Yes, Mr. Chairman, if I may. 

Mr. Arnold, how is the personnel in your office recruited 2 

Mr. Arnoup. We have a personnel department whose sole jurisdic- 
tion is to recruit. Very often they call on us for assistance. For in- 
stance, if it is in the Industry Division, which we are talking about 
now, they would be very apt to come to the industry shop and say 

“Do you know somebody who is qualified in this phase, or that. phase,” 
and help do it in the Agriculture Department too. Very often we 
recruit directly from the Department of Agriculture. They do it 
through the personnel department. In DDS, the technical services 
phase of it, we are not charged directly with recruiting. 

Mr. Hays of Ohio. What was your background “before you came 
there ¢ 


Mr. Arnot, I was in the manufacturing business, in the chemical 
business up until 1950. 
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Mr. Hays of Ohio. What happened to that? 
Mr. Arnowp. I sold my company to the Imperial Chemical Indus- 
tries of London. I stayed with them as chairman of the board until 
1955. 

Mr. Hays of Ohio. Then you came from there to ICA? 

Mr. Arnoxp. I did. 

Mr. Hays of Ohio. Who is the Personnal Director? 

I can get that later. I want to go into your personnel in the next 
few months. I want to look at every one of them as chairman of the 
Subcommittee on Personnel. 

Why did you go so far on this project without management and 
then suddenly decide that you needed management ? 

Mr. Arnotp. Mr. Hays, the Chinese Government have been toying 
with this thing for a long time. 

Mr. Hays of Ohio. But we have been putting up the money. 

Mr. ArnotD. What we did, we bought the eten equipment. I 
presume, Miss Hughes can tell you, this program started how long 
ago? Maybe4or 5 years ago? 

Miss Hucues. This particular to Ta Shu Shan project or the forest 
project ? 

Mr. Arnotp. The forest project. 

Miss Hucues. The forest project has been going on through the 
Joint .Sino-American Commission on Rural Reconstruction (JCRR) 
since 1950, the work of reforestation, erosion control, and land classi- 
fication and use. 

Mr. Hays of Ohio. Who built the house ? 

Mr. Arnon. The forestry department. 

Mr. Hays of Ohio. What forestry department ? 

Mr. ArNoxp. In Taiwan. 

Mr. Hays of Ohio. Who built it? 

Mr. Arnotp. I can’t answer it. I presume they did themselves. 

Mr. Hays of Ohio. It was not built by the Chinese, was it ? 

Mr. Arnotp. It isn’t their architecture. 

Miss Hueues. The construction of the houses was not a United 
States dollar cost but a local Chinese currency cost and their construc- 
tion was either financed out of the Chinese financial resources or they 
were financed out of United States aid generated local currency. We 
could check and see exactly which. 

Mr. Hays of Ohio. I would like to know that. 

Miss Hucues. I think I can find that right now. 

(The information is as follows :) 

Construction of the logging camp facilities was done by the Chinese and was 
one of the project items financed from the Chinese own local currency resources. 

Mr. Hays of Ohio. Why did you buy all the other equipment that 
you have pictured here, plus we do not know how much mor e, without 
worrying about management and just suddenly start worrying about 
it, coincidentally I take from what you have said at the time you got 
this call from U. S. Wallboard ? 

Mr. Arnotp. Mr. Hays, this was supposed to tie in with the whole 
management, forestry program. This was ordered prior to the other 
equipment, and obv iously it would tie in to overall management. 

Mr. Hays of Ohio. But you had bids on it; did you not? It was 
let by bids, was it not? We have had testimony that it was. 
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Mr. Arnowp. I presume it was sent out by the GSA. 

Mr. Hays of Ohio. Prepared by J. G. White. The bids were 
handled through the Central Trust of China; were they not? 

Mr. Arnowp. Yes. 

Mr. Hays of Ohio. The same as the mill was supposed to have been 
handled. 

Mr. Arnoxp. Yes. 

Mr. Hays of Ohio. You did not get alerted to the fact you needed 
management when you bought all these trucks, et cetera, only when 
some attention was drawn to the fact that on this particular mill 
somebody did not like the specifications ? 

Mr. Arnowp. That is not my 

Mr. Hays of Ohio. That is what appears in the evidence we have 
sofar. The pictures are mute testimony. 

Mr. Arnowp. I wanted to show you the status of it, the problems of 
getting a sawmill done, getting it down there and showing the man- 
agement how to run it and what to cut. 

Mr. Hays of Ohio. You do not think if you went ahead and bought 

Salem’s or Enterprise’s mill or any other bidder who met the specifica- 
tions that Fairhurst or anybody you would choose couldn’t go in there 
and operate the project ; do you? 

Mr. Arnorp. I have no doubt they could run it. 

Mr. Hays of Ohio. Does anybody know how much has been spent 
on this project to date and whose money it was, how it was generated 
and whether it was counterpart or not. 

Mr. Arnoip. Absolutely. 

Mr. Hays of Ohio. Do you have those figures ? 

Mr. Arnotp. Miss Hughes has them. 

Miss Hucurs. I have them in notes. If you want it orally I can 
read it off, or submit it later. 

Mr. Hays of Ohio. To save time perhaps it would be better to sub- 
mit it in written form. 

(The information is as follows :) 


Financial data on Ta Shu Shan project through June 30, 1958 


United States dollars expended (thousands) 
United States aid-generated local currency obligated (thousands United 

States dollar equivalent) : 

United States owned 
Counterpart 
388 
Chinese provided local currency obligated 

Mr. Hays of Ohio. Could you give us a general idea of what has 
been spent ? 

Mr. Arnoip. Roughly, a half million dollars on equipment. 

Miss Hucues. Actual expenditures have been $579,000 through 
September of this year, and those expenditures were for the logging 
equipment, and also for the training of 1 or 2 persons brought over to 
the States to receive training in logging methods. 

Dr. Moraan. Mr. Hays, will you yield ? 

I would like to read into the record at this time just one para- 
graph of a letter from Mr. Fairhurst to the Enterprise Co. He 
says: 

Personally I feel that the equipment and layout you have submitted is very 
good and perhaps is as close to what is actually required as anything could be. 
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This is Mr. Fairhurst talking to the Enterprise people. 

Mr. Hays of Ohio. That could, of course, be before somebody down 
there told Mr. Fairhurst that they did not want Enterprise to get 
the bid. There is that possibility there. It looms pretty large. 

Mr. Arnotp. I would like to catch that. 

Mr. Hays of Ohio. You say you have a high-grade engineering 
firm to advise you about these different projects. You made that 
statement a moment ago. 

Mr. Arnot. Yes. 

Mr. Hays of Ohio. What high-grade engineering firm advised you 
about the fertilizer plant in Korea ¢ 

Mr. Arnotp. That was, I believe, National Academy of Science. It 
is not what I would call a producing company to advise us. I think 
that is why we are in our dilemma there. 

Mr. Hays of Ohio. It is a high-grade engineering firm ? 

Mr. Arnotp. No, sir; it is not. 

Mr. Hays of Ohio. We have had some testimony here that seemed to 
indicate that the decision on not accepting these bids was made by 
Mr. Sweeney. Can you testify as to whether that is where the decision 
originated or not ? 

Mr. Arnorp. No; I cannot testify to that. 

Mr. Hays of Ohio. a you know who did make the decision ? 

Mr. Arnoxp. No; I do not. 

Mr. Hays of Ohio. Does anybody with you know? 

Mr. Arnotp. Well, we have quite a staff here. Mr. Flesher can 
testify how it came about. 

Mr. Firsuer. On the 8th, again, of January, as I have testified, we 
did not cable them not to accept bids, but rather to hold up the award. 
The purpose of holding up the award was to have the opportunity 
of entering into a management contract, and having the benefit of 
the management contract in reviewing proposals to advise us as to 
whether or not any or all of these bids were acceptable to them. Then 
we would go ahead and make the award. There was nothing ever 
said that we would actually cancel out on any of these proposals. To 
my knowledge, we have not even done it yet. 

Dr. Morcan. Mr. Arnold, could you submit for the record from 
your agency a complete statement as to what happened, and why, and 
also put in the record the evaluation specification from the Department 
of Commerce? 

Mr. Arnorp. I would be delighted to do that. 

Dr. Morean. If you would have somebody here submit these items 
to the subcommittee, I think it would be helpful. 

Mr. ArNotp. Yes, sir. 

(The information requested is as follows :) 


STATEMENT OUTLINING Events RELATING TO THE TA Suv SHAN LOGGING PROJECT 
IN TAIWAN, SUBMITTED BY THE INTERNATIONAL COOPERATION ADMINISTRATION, 
DECEMBER 31, 1958 


In June 1955 ICA /Washington approved a project in the »mount of $355,000 
for commodities to be used for a logging road system, logging operations, and 
logging trucks. 

In the organizational pattern of the Washington office, responsibility for ap- 
proval of projects involving forestry lies with the Office of Food and Agriculture. 

The project was not implemented in fiscal year 1955 but was deferred to 
fiscal year 1956. 


TS 


ee se 


it et tS om 





d 


MUTUAL SECURITY PROGRAM 143 


In March 1956 a request was received for an expanded project in the amount of 
$706,000. The commodities covered in the proposal, in addition to the logging 
equipment, included a sawmill. $450,000 was requested for the logging operations 
and $256,000 for a sawmill. Inasmuch as the sawmill was included in this 
request and as such fell into the category of industrial equipment, the proposal 
was assigned to the Office of Industrial Resources for examination. After ex- 
amination by the Industry Division, the project was conditionally approved and 
forwarded to the Office of Food and Agriculture for reexamination of the com- 
modities in connection with the logging elements of the project. 

At the request of the Office of Food and Agriculture, primary responsibility 
was transferred to that Office with a transmittal covering the conditions for 
approval by the Office of Industrial Resources. These conditions were as follows: 

1. “Subject to favorable consideration as to the operation back of the saw- 
mill,” 

2. “On assumption details will be provided to permit evaluation of type and 
kind of equipment to be purchased,” 

3. “Details * * * including the justification for purchase of additional chip- 
pers.” 

In the transfer of action assignment responsibility, the conditional approval 
of the Office of Industrial Resources was not transmitted to the Mutual Security 
Mission to China, and in late April 1956 notification was sent to MSM/C 
approving the project without indication of any reservations. Upon receipt of the 
cable a project agreement was signed by the Government of the Republic of 
China and MSM/C. 

In November 1956 the Mission advised ICA/W that the GRC was requesting a 
technical services contract in fiscal year 1957. 

On December 5, 1956, a Chinese trading company (Kin Dak) wrote the Whe- 
Jand Co. of Chattanooga, Tenn., regarding the sawmill specifications. Shortly 
thereafter the Wheland Co. representative delivered a copy of the sawmill invi- 
tation to a representative of the Office of Industrial Resources. Examination 
disclosed the administrative error, namely approval of the project without 
reservations. 

On December 28, 1956, the Office of Industrial Resources sent a memorandum 
to the Office of Far Eastern Operations detailing the conditions of approval, 
questioning the economic justification for installation of a 9-foot band saw. and 
requesting that full information be dispatched from the Mission to Washington 
for approval prior to the implementation of the undertaking. This letter also 
contained the recommendation for the employment of an engineering consultant 
or firm thoroughly conversant with logging and sawmill operations to examine 
the project before procurement of the equipment was consummated. 

A supplemental memorandum was sent by the Office of Industrial Resources to 
the Office of Far East Operations on December 31, 1956, stating that this prob- 
lem was reminiscent of a similar problem in Pakistan where a sawmill was being 
considered for purchase without preengineering and indicating the strong feeling 
that any sawmill should be properly engineered to meet local conditions and ques- 
tioning whether the invitations to bid sent out by the Central Trust of China had 
been carefully reviewed by the J. G. White Engineering Co., and, if so, whether 
this company had the talent to perform design functions for a sawmill. 

On December 28, 1956, the Office of Small Business received a letter dated De- 
cember 27, 1956, from the U. S. Machinery Co. relative to the Ta Shu Shan log- 
ging project, stating that U. S. Machinery was preparing a quotation based 
primarily on the specifications sent out by the CTC but questioning the prac- 
ticality of the size of the mill, the related planing mill, chipper and bailer, 
briquetting machine, electric substation, ete. This letter was received in the 
Office of Industrial Resources on January 2, 1957. 

On January 8, 1957, a cable was dispatched to the MSM/C stating: “Believe 
no repeat no bid awards should be made on logging equipment and sawmill 
pending review entire project implementation. Understand fiscal year 1957 PPA 
will contain provision for contract technical services. If this true would appear 
essential these technicians assist planning and designing project. Request com- 
plete, concise description plans and total cost development this project including 
factors which determined sawmill specifications.” 

In early April of 1956, Mr. W. H. Rambo, a consulting engineer specializing in 
sawmills, was employed as a consultant and sent to Pakistan to examine into 
a sawmill proposal for which ICA financing had been requested. Upon his re- 
turn, in conference with the then Director of the Office of Industrial Resources 
(C. W. Flesher), Mr. Flesher inquired of Mr. Rambo whether he knew of some 
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sound logging operations company or companies who might be interested in tak- 
ing a contract in connection with the Pakistan project. (Mr. Rambo through his 
professional contacts is familiar with the lumber industry in the Pacific North- 
west.) Mr. Rambo said that he would make inquiries, and some time later Mr. 
Alfred W. Fairhurst called on Mr. Flesher regarding the Pakistan mill. Mr. 
Fairhurst later presented a proposal to ICA with regard to Pakistan. The pro- 
posal was sent to the Pakistan mission for comment. The development of this 
project did not materialize at this time. When the question of management serv- 
ices in connection with the Ta Shu Shan logging project arose, Mr. Flesher, re- 
ealling Mr. Fairhurst’s interest in the Pakistan project, communicated with Mr. 
Fairhurst’s representative in Washington as to his interest in the Ta Shu Shan 
project. Shortly thereafter Mr. Fairhurst called on Mr. Flesher and informed 
him of his personal knowledge of conditions in Taiwan and Mr. Flesher queried 
him about the possibility of investing his private funds in this venture. Mr. 
Fairhurst replied that the unsettled military situation in the Far East was not 
conducive to such investment and he further informed him that he (Fairhurst) 
had made a proposal to the Chinese for this particular area and would send to 
Mr. Flesher a proposal regarding Ta Shu Shan. The proposal was received by 
Mr. Flesher in mid-January of 1957. 

The mission in China on January 11, 1957, requested reconsideration of the 
deferment of the bid awards. 

In early February 1957 ICA/W dispatched a cable to the mission stating in 
effect that unsatisfactory results from similar projects in other countries where 
competent preengineering was lacking required ICA/W to maintain its position 
with regard to deferring the award. Cable also stated that a proposal had been 
received for the development of a forest products industry and a copy of this pro- 
posal was sent to the mission. 

Inearly February 1957 ICA/W acknowledged Mr. Fairhurst’s letter of the 16th 
of January and stated that his proposal “would have to be considered competi- 
tively with at least two other proposals.” 

On March 12, 1957, a letter from the Prescott Co. to the Central Trust of China 
questioned the specifications and recommended to the CTC that a consulting 
engineer be hired to make a detailed plan, specifications, and bills of material, 
which could then be submitted to all manufacturers for bids. * * * By employ- 
ing a reputable consulting engineer, you would be certain that the interests of 
the Central Trust of China and the project would be better served.” It should 
be noted that this letter as well as the letter received from the U. S. Machinery 
Co. were both received prior to the closing date of the bids, which was March 
18, 1957. 

In late March 1957 a representative of the Office of Industrial Resources com- 
municated with Mr. A. E. Fivas, Program Executive for Primary Forest Prod- 
ucts, Forest Products Division of the Business and Defense Services Adminis- 
tration, Department of Commerce, and asked for a list of companies qualified 
to perform the necessary services for implementation of the contemplated proj- 
ect. He asked specifically about the qualifications of the Fairhurst Co. 

A letter from the Department of Commerce dated March 28, 1957, stated: 
Al Peirce Lumber Co., small but sound; Fairhurst Co., eminently qualified; and 
others, selected at random, Weyerhaeuser, Simpson, Long-Bell, and Edward 
Hines also qualified. It also stated that Fairhurst was “eminentiy qualified.” 
Further certification of the competence or integrity of the Fairhurst Co. was 
established through letters received from the Bank of America, the Seattle 
First National Bank, the Seattle Chamber of Commerce, and in an interoffice 
communication in the Office of Industrial Resources relating to a conversation 
with West Coast Lumbermen’s Association. 

On May 14, 1957, letters were dispatched to the above companies with the 
exception of the Fairhurst Co., advising as to the general nature and scope of 
work covering the services we desired. Each was requested to advise as to 
its interest. 

By June 12, 1957, we received replies from the five firms and none was in- 
terested. 

On April 2, 1957, a letter from the Sumner Iron Works was received in which 
criticisms of the specifications were made. Thus a total of three letters were 
received from bidders regarding the specifications. Two of these companies were 
considered by the J. G. White Co. as belonging to the four major manufacturers 
of sawmills. 
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In a letter dated April 17, 1957, the J. G. White Co. listed four major manu- 
facturers of sawmills of the type desired as: 
1. U. S. Wallboard Co. 
2. Sumner Iron Works. 
3. Salem Equipment & Supply Co. 
4. The Enterprise Co. 

Attached is a tabulation of the bids received. 

It will be noted that the bids range from $130,350 to $925,569. 

In early May 1957 a cable was dispatched to the mission releasing the logging 
equipment bids. 

On June 14, 1957, Mr. L. D. Lloyd, of the J. G. White Co., who had drawn up 
the specifications for the sawmill conferred with ICA in Washington and on 
June 21, 1957, Mr. Lloyd visited the Enterprise plant. 

On June 22, 1957, letter from the Enterprise Co. was received protesting our 
recommendation for deferring the sawmill contract award. The company also 
stated that it was their opinion that experienced sawmill manufacturers could 
make suitable offerings from the sawmill specifications. The letter also contained 
the following paragraph: 

“An error regarding engineering services extension appeared on the last page 
of our detailed proposal which caused a misinterpretation. This has since been 
corrected with CTC and J. G. White by our letters of June 19 and 21, respec- 
tively. * * * Also, our proposal includes the furnishing of a power substation 
as specified, which has been deleted at $12,559 according to our March 19 letter 
and March 21 cable to CTC.” 

A second letter was received July 25, 1957, from the U. S. Machinery Co. 
(U. S. Wallboard) again questioning the specifications and also questioning 
the capabilities of the Enterprise Co. 

In early August 1957 in response to the June letter from the Enterprise Co., 
ICA/W wrote Enterprise stating in effect that a management team would be 
sent to Taiwan to study and develop information from which a new set of specifi- 
eations would be prepared and Enterprise would be given an opportunity to bid 
thereon. 

In early September 1957 a request for waiver of comparable proposals and for 
permission to negotiate directly with the Fairhurst Co. was made and approved. 

In mid-September documents necessary to permit the Office of Contract Re- 
lations to negotiate with the Fairhurst Co. were completed. 

In late October 1957 budget estimate prepared by the Fairhurst Co. indicated 
total cost for their services for 2 years would be $650,000. 

In the beginning of December 1957 the Office of Contract Relations sent a draft 
agreement of the proposed contract with Fairhurst to the mission in China for 
review, comments, and recommendations. 

In January 1958 the letter which the Committee on Foreign Affairs addressed 
to the Comptroller General regarding this project was brought to the attention 
of this agency and investigatory work with representatives of the Comptroller 
General’s office was begun. 

In early February 1958 the mission in China summarized its views and those 
of the Government of the Republic of China on the draft contract. These 
changes were incorporated into the draft contract which was then sent to the 
Fairhurst Co. Washington representative in late February 1958. 

Following receipt by this agency of the recommendations to the Committee 
on Foreign Affairs by the General Accounting Office, one of which was recom- 
mendation No. 3—“Other proposals for such services as may be considered nec- 
essary be solicited from qualified firms’—ICA/W solicited the National Lum- 
bermen’s Association to nominate, from its members, firms which might be in- 
terested in participating in the Ta Shu Shan project. Since this was contrary to 
the policy of the association, they declined to suggest any firms. ICA then 
made a similar request to the West Coast Lumbermen’s Association and the 
latter association nominated the following firms: 

Giustina Bros. Lumber Co., Eugene, Oreg. 

Medford Corp., Medford, Oreg. 

Booth-Kelly Lumber Co., Springfield, Oreg. 

Williamette Valley Lumber Co., Pacific Building, Portland, Oreg. 
St. Paul & Tacoma Lumber Co., Tacoma, Wash. 

ICA was unsuccessful in communicating with the last 2 firms and the first 3 
indicated a lack of interest in the project. 
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Likewise in response to GAO recommendation No. 4—‘‘The qualifications of 
the Fairhurst Technical Services, Ltd., with whom ICA is currently negotiating 
be fully determined’’—in addition to the endorsement of the Fairhurst Co. set 
forth above, ICA inquired of and received favorable response from the National 
Lumbermen’s Association, the West Coast Lumbermen’s Association, and the 
National Association of Manufacturers. 

The GAO report also recommended in recommendation No. 1—‘‘The question 
as to the adequacy of the specifications for the sawmill be resolved without 
further delay in order to expedite procurement of that equipment’—in order to 
-arry out the above recommendation, ICA consulted with the Department of 
Commerce. The Department’s opinion and advice are set forth in the letter dated 
April 10, 1958, from the Acting Assistant Secretary for International Affairs, 
copy of which is attached. 

In response to the final recommendation, No. 2—‘The need for the compre- 
hensive services currently planned by the Washington office of ICA be reexamined 
with active participation by the mission, the Chinese Government, and the J. G. 
White Engineering Corp.’”—ICA/W received a response to the request sent to 
the mission reaffirming our opinion that the comprehensive services currently 
planned are not only needed but afford, as a positive matter, the best assurance 
of a wise and provident use of ICA funds to develop a forest products industry 
in Taiwan. 

In April 1958 the Director addressed a letter to the Acting Chairman of the 
committee in which he set forth his position with regard to the committee’s letter 
of March 5, 1958. 

In response to his letter of April 26, the Director received a letter from the 
committee renewing its request for suspension of activities. 

On May 22, 1958, the Director responded agreeing to the continuation of the 
extension. 

In June 1958 the Director advised the committee concerning the employment of 
three urgently needed trainers requested by the Chinese Government through 
the mission in China. The trainers were supplied under contract with the J. G. 
White Engineering Co. 

The contractual negotiations, of course, were discontinued at a point just prior 
to their finalization. 

The current status of funds is as follows: 





{Thousands of dollars} 


1956 1957 1958 Total 
| 


Sawmill__-- . 7 150 400 7 550 
Logging operations 550 54 asi s 550 
Contract services ; an 75 | 250 325 
Participants........--- a ‘ ‘ > : | 5 6 | 6 | 17 

Total obligations ae | 705] 481 256| 1,442 
Expenditures_-_---.-- Shbnbba Sind oie ale sc ein . 575 4° tw | 579 


THE ASSISTANT SECRETARY OF COMMERCE, 
Washington, D.C., April 10, 1958. 
Mr. Epwin H. ARNOLD, 
Deputy Director for Technical Services, International Cooperation 
Administration, Washington, D. C. 


Dear Mr. ARNOLD: In response to the conversation which we had yesterday 
concerning my recent letter to you, I have again taken the matter up with 
my people here. With reference to the sawmill we can definitely state that 
the specifications contained in the invitations are not sufficiently explicit to 
secure comparable proposals from bidders. 

As I stated to you, it is our opinion that in order to secure sufficiently correct 
specifications an engineering study should be made by a qualified engineer. ‘This 
study would determine the type, kind, size, and capacity of machinery necessary 
to meet the performance requirements contemplated and the specifications would 
describe the machinery accordingly. 

Sincerely yours, 
MARSHALL M. SMITH, 
{cting Assistant Secretary, International Affairs. 
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[Incoming cablegram] 


INTERNATIONAL COOPERATION ADMINISTRATION 
Control: 2941. 
Received: April 4, 1958, 9: 27 a. m. 
From: Taipei. 
No.: TOICA 950, April 4. 
Priority: 
Subject : Ta Shu Shan sawmill bids. 
Reference: ICATO 844. 


Listed below is information requested, all bids were delivered Taiwan: 











Bidder Manufacturer Price 
Tatwen Trading Cotf........-..s<ccccccuc Habag Import & Export... .......--- US$130, 350. 00 
The Wheland Co_-____. : Lietuigene bia aD We I Occ nseédény<b date . 206, 000. 00 
Taiwan Trading Corp._.....................]| Habag E ape yort & Import. .....---- band 360, 375. 00 
Yeong-Shing Trading Co. : ‘bai a Voodworking Machinery... -- 449, 265. 00 
China Trade & Industry Se rvice....---- U.S. Wallboard Machinery ---.--.--- ashy 489, 030. 85 
Lien Chen, Ltd__. : T Me Prescott Co. wide : 494, 000. 00 
China Trade & nae Service _.--- | U. Wallboard Machine ry... sj ld ae deceit 495, 245. 85 
Deo... . y* ee , 511. 960. 85 
Yeong-Shing Tr ading i255 Akimoku Woodworking Mac -hinery nao 549, 200. 00 
Chung Teh Co- Adiatte Son ees G0... é.ckadenapdedoaqeis<ecstss 563, 139. 00 
Salem E quipment & Supply SS Salem Equipment & ‘Supply ib snctsae 568, 500. 00 
Ente rprise Co. ie oS en ees — 569, 621. 00 
China Trade & ‘Ind it ustry | Se wrvice U.S. Wallboard Ms achinery - abe ER BS 618, 305. 60 
Do ae wee ee ae ae Le do i a ee as ee ee 628, 661. 45 
Do sBew ec ae een aialinstn : sacs CO cca i, ti tit lin cs Taran naan ain —. 640, 660. 85 
Taiwan Summit Co-._. : Engineering & Construction C orp.- baci 671, 656. 00 
China Trade & In iustry Service ; U. 8. Wallboard Machinery --- 703, 872. 25 
Do do.. 7 ‘ 711, 482. 25 
Do.. Co j 728, 017. 25 
Lungan Development & Trading Co Daiichi Bussan 795, 025. 74 
China Trade & Industry Service U. 8. Wallboard Machinery 832, 518. 25 
Do. Map ansisn 840, as 
Do do 856 ‘ 
W. A. Wallace Sumner Iron Works 
Sumner Iron Works .do ‘ 925, 569. 00 


HARALDSON. 


Mr. Hays of Ohio. Mr. Arnold, to whom in the Department of 
Commerce did you send your request for an evaluation? Who finally 
answered it? Did Mr. Hughitt, Director of the General Industrial 
Equipment Components Division have anything to do with it? 

Mr. Arnon. I will have to look at the file. He may have through 
them. I didn’t contact them at all. 

Mr. Fiesuer. Marshal Smith. 

Mr. Arnoup. Marshal Smith, who is one of the Under Secretaries 
of Commerce? 

Mr. Hays of Ohio. Mr. Fairhurst sent the specifications on this job 
down to the Department of Commerce; did he not? 

Mr. Arnoxp. If he did I was not aware of it. 

Mr. Hays of Ohio. Mr. Hughitt says that he did not see anything 
wrong with the specifications, ‘but he was doggone fast 1 z telling you 
that he wasn’t going to be your whipping boy, because he had been 
aware of some of your work before and he wasn’t about to take the 
responsibility for it. 

Do you know anything about that ? 

Mr. Arnotp. No, sir. 

Mr. Hays of Ohio. That is in the testimony. I thought you would 
like to know that. 

Mr. Arnonp. Interesting. 

Mr. Hays of Ohio. Mr. Sweeney wrote a letter to Senator Lausche 
somewhere along the way. Mr. Sweeney said that he recognized the 
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Enterprise Co. as being financially responsible and capable of pro- 
ducing equipment such as will be produced by the Central Trust of 
China. In short, there was no question in his mind regarding the 
ability of the Enterprise Co. to satisfy the bid requirements; is that 
right. ? 

Mr. Sweeney. It could be. I have no recollection of it. 

Mr. Hays of Ohio (reading) : 

It is the opinion of Sweeney and his superiors that Invitation US—183-D must 
be canceled. 

This is in acordance with correspondence turned over to me by Sen- 
ator Lausche’s office. Who made that decision ? 

Mr. Sweeney. Will you repeat that? 

Mr. Hays of Ohio. This is a memo from Senator Lausche’s office 
as a result of a conference you had with Mr. White in his office. I 
believe it was a Mr. White. 

Mr. Fiesuer. It would not be Mr. White. 

Mr. Sweeney. I sat in a meeting with a representative from Mr. 
Lausche’s office in Mr. Flesher’s office. I don’t recall his name. 

Mr. Hays of Ohio. I could be wrong because I have turned the whole 
file over. 

Dr. Morean. Mr. Ray M. White. 

Mr. Hays of Ohio. Ray M. White. That is who I thought it was. 

Mr. Fiesuer. No; Mr. White has never talked to me about this. 

Mr. Hays of Ohio. You had a conference in your office with some- 
body from Senator Lausche’s office, did you ? 

Mr. Fiesuer. Yes; but it wasnot Mr. White. 

Dr. Morean. Here isa copy of the report of the conference. 

Mr. Fiesuer. I cannot think of his name. 

Mr. Hays of Ohio. Mr. White is in Mr Lausche’s office. He is his 
administrative assistant. I do not know if he was the one down to 
see you or not. 

Mr. Sweeney. Do you know the approximate date ? 

Mr. Hays of Ohio. It is in this memo. What is the date of that 
conference ? 

Dr. Morean. August 13, 1957. 

Mr. Hays of Ohio. It may been a conference at which you made 
this verbal statement. I cannot tell from this whether it was in a letter 
or not. 

Mr. Sweeney. It is attributed to me? 

Mr. Hays of Ohio (reading) : 

It is the opinion of Sweeney and his superiors that Invitation US-1838D must 
be canceled. 

Senator Lausche’s office wrote that. 

Dr. Morgan (reading) : 

It is the opinion of Sweeney and his superiors that Invitation US-183D must be 
canceled. They say those whom Enterprise underbid contend their prices were 
higher because the specifications were loosely written and ambiguous. 

Mr. Hays of Ohio. Going along that line, Mr. Arnold, maybe this 
is for your elucidation as much as anything else. Mr. Harris of U.S. 
Wallboard s: ays that he wrote you a letter or wrote your organization a 
letter objecting to these specifications. He was asked by Mr. Zablocki 
if he decided to object only after the contract was to be awarded. He 

said he would not say that. I said, “You made it after you knew what 
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the bids were, did you not?” He said, “Well, we cannot make a formal 
objection to ICA that the bid is loose and refuse to bid on that basis.” 
In other words, a tacit admission that he did make the objection after 
he knew he was not the low bidder. 

He says another of his objections was briquetting machinery in- 
volved. I do not know why a bidder would question what machinery 
was involved. He said he made one of his low bids—your people have 
been bringing up the fact that these bids ranged so widely—one of his 
low bids was bid on just part of the specifications, that he willy-nilly 
decided to leave out certain items and not one bid on them. I put that 
question to him. I said, “The specifications included this equipment, 
did they not, Mr. Horn but you just decided arbitrarily to leave it 
out.” He said, “Yes.” Is that justifiable? 

Mr. Arnotp. Chances are he did not make that equipment and 
would have to procure it and was confining his bid to the type of equip- 
ment which he did manufacture. 

Mr. Hays of Ohio. But that is not a reason for his objecting legtiti- 
mately to the bids being loosely drawn. 

Mr. Arnotp. I agree with you. 

Mr. Hays of Ohio. We had some testimony that if this thing were 
rebid that the Japanese on exact specifications would underbid any- 
body that could bid in this country. Mr. Harris testified that they 

could not do that because you could write gimmicks into it that would 

prevent them from doing it. In other words, you could write speci- 
fications to the machiner y of one specific company. He sat here and 
practically boasted that is what happened in Iran, that he wrote the 
specifications or he and his company wrote the specifications and then 
bid on their own specifications. 

Mr. Arnoxp. I think that is not the way to do business. 

Mr. Hays of Ohio. But you admit that is the way it was done? 

Mr. Arnotp. I had not heard that that was the fact until you 
brought it out. 

Mr. Hays of Ohio. He is, or was, trying when he tried to hold this 
project up and succeeded in doing the same thing on this project. 

Mr. Arnoup. That is his own testimony. I had no knowledge of 
that, Mr. Hays. 

Mr. Hays of Ohio. He says under further questioning that he did 
not file a formal objection. This is intriquing because it gives me 
some idea. Somebody said this Iranian thing was a regrettable 
incident. Mr. Burleson and I agree; we are beginning to think that 
the whole ICA was a regrettable incident. I have supported this 
program but I do not think I willagain. Weare going to have a lot of 
new people in Congress who I am going to do my best to convince to 
put you people out of business if this sort of thing goes on. He said 
he did not file a formal objection. I said: 

You said you didn’t file a formal objection to this business of the bids but 
you did file some kind of an objection? 

Mr. Harris. We wrote a letter to ICA. 

Mr. Hays of Ohio. You don’t call that a formal objection. It is an objection. 
Can we just call it a plain objection? 

Mr. Harris. That is all right. 

Would you blame anybody from that testimony for believing Mr. 
Harris had some ability to stop things down there that he did not like ? 

Mr. Arnotp. I would say i it ungtead objected to bids that had been 
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awarded by any means there are legal ways they should object. They 
could go to the General Accounting Office. There are all manner of 
legal ways I am not familiar with, but that is not the way. 

“Mr. Hays of Ohio. Have you had much experience in letting con- 
tracts? 

Mr. Arnovp. I have let quite a few contracts in my life. 

Mr. Hays of Ohio. It is fairly common in that business to have an 
unsuccessful bidder raise some kind of objection, is it not ? 

Mr. Arnotp. Not if the thing is clear and precise. I have seen 
bids—— 

Mr. Hays of Ohio. I do not mean they come into court about it, but 
they at least make some comments or there is scuttlebutt around that 
they would have gotten the bid. Is that not common ? 

Mr. Arnoxp. I have never had a complaint on a contract I have 
awarded. 

Mr. Hays of Ohio. I have seen a lot of contracts awarded and 
heard arguments; but if you stopped every contract because some- 
body complained and the word got out, you would never get a contract. 

Mr. Arnoxp. I have opened not only a great many private contracts, 
but I have opened municipal contracts over a long period of years, and 
I have never yet had a complaint on the manner in whic h we have 
awarded those contracts. Always been open, aboveboard, and clear. 

‘Mr. Hays of Ohio. I am asking you if it is not fairly common in 
industry and Government contracts for bidders to more or less com- 
plain among themselves a lot of times about the specifications, espe- 
cially when they did not get the bid? 

Mr. Arnoup. I have found the people we have done business with 
good losers. I have often awarded contracts to other than the low 
bidder, because I have felt they did not have the competency or finan- 
cial resources to do it, particularly on municipal work. There you 
certainly have a squawk. I have very carefully documented my deci- 
sions as to why we have done this, that, and the other. 

Mr. Hays of Ohio. What would you think of a company, to give you 
a hypothetical question, who was the agent of another company, but 
happened to be on one specific instance competing with them, to write 
the letter to the person asking for bids and say the company they repre- 
sent and whose material they sold was not competent to do a job? 
Would you consider that to be a very ethical outfit ? 

Mr. Arnotp. No. 

Mr. Hays of Ohio. Did you know U.S. Wallboard did that ? 

Mr. Arnoxtp. No; I did not. 

Mr. Hays of Ohio. Did you know they were the foreign representa- 
tives of the Enterprise Co.? 

Mr. Arnoxp. No, sir: I did not. 

Mr. Hays of Ohio. If any one thing has come out of these hearings, 
it is that the Enterprise Co. should get a new agent. 

Can you shed light on who in your organization is so close to the 
U. S. Wallboard that a telephone call from them will stop the 
project ? 

Mr. Arnotp. No, sir; I cannot believe anyone close to the Wall- 
board concern. IT cannot believe it, sir. 

Mr. Hays of Ohio. If we produce evidence that a phone call was 
made on or about 2 or 3 days before this order went out, you would 
think there might be something wrong, would you not ? 
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Mr. Arnotp. I would question it. 

Mr. Hays of Ohio. That would not put a red flag up in your mind? 

Mr. Arnoxtp. I would wonder why the call was put in, but I have 
absolute and implicit confidence in the people I have working in 
my shop. 

Mr. Hays of Ohio. When I get through examining them after the 
first of the year, I will tell you whether I do or not. That is all, Mr. 
Chairman. 

Dr. Morcan. The subcommittee stands adjourned until 2: 30. 


AFTERNOON SESSION 


The subcommittee reconvened at 2:30 p. m., Hon. Thomas E. Mor- 
gan (chairman of the subcommittee) presiding. 

Dr. Morcan. The subcommittee will come to order. We have 
with us this afternoon Dr. D. A. FitzGerald, Deputy Director for 
Operations, ICA, and John E. Murphy, Assistant Deputy Director 
and Controller. 

Dr. FitzGerald, we would like to hear from you on some of the 
basic questions on the organization and procedure raised by this 
particular sawmill project in Taiwan. 


STATEMENT OF DR. D. A. FitzGERALD, DEPUTY DIRECTOR FOR 
OPERATIONS, INTERNATIONAL COOPERATION ADMINISTRATION 


Dr. FrrzGeratp. Mr. Chairman, I will make a few remarks and 
shen you will interrupt me, if I am not moving in the direction you 
are interested or if I do not clearly give the information you want. 

[ think I would like to point out first a little bit about our pro- 
cedures. We provide assistance in two general categories which we 

call nonproject assistance and project assistance. Nonproject assist- 
ance consists primarily of flow items of goods and services that move 
through private channels of trade into the economy of a country and 
become part of the commercial supply of that country. The authori- 
zation for procurement of such nonproject commodities is called a 
procurement authorization. On the basis of authorizations so made, 
procurement is undertaken under the general provisions of regula- 
tion 1. 

I judge from the reports I have had of this committee hearing that 
you are not eeekd in the nonproject assistance at this time. 

Dr. Morgan. No. 

Dr. FrrzGerap. In the case of the project assistance the procedural 
flow is roughly as follows: The key initiating document is called a 
PPA, project proposal and approval document. This document is 
prepared by the Mission in the field at a stage in which discussions 
with the participating country have reached a point where there is 
general agreement on the activity to be undertaken and in general the 
kind of activity proposed to be undertaken. 

The project proposal approval request may or may not come to ICA, 
Washington, for approval. It does not come to ICA, W ashington, 
for approval if on the basis of a more general description of this par- 
ticular project ICA, Washington, signs off and says, it looks all right 
to us, go ahead and implement it. 
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A copy of the PPA does have to come to Washington for our files 
and for our knowledge, but it does not have to come in for prior 
approval. 

If the project is a complicated one or if the initial description sup- 
gests that there may be problems in connection with the carrying out 
of such project, if it raises policy questions or has difficult implemen- 
tation aspects, then typically the PPA does come to Washington for 
specific review and approval. 

In those instances we may have considerable correspondence, commu- 
nication back and forth with the field, until we have satisfied ourselves 
jointly with the country concerned that we know what we want to do, 
it is the logical thing to do and can be done properly. 

Subsequent to the : approval of the PPA, there is then concluded with 
the country concerned a project agreement. This is a formal docu- 
ment in which the two countries set forth their mutual obligation and 
their mutual contributions. The project agreement constitutes with 
some exceptions, which you may want to follow up shortly, the instru- 
ment which obligates the American funds. 

Subsequent to the issuance and signature of the project agreement, 
the mission in the field issues subobligating or subimplementing docu- 
ments. Those documents may be project implementation order for 
technicians, project implementation order for commodities, or a proj- 
ect implementation order for participants. ‘These are the action docu- 
ments which cause certain actions to take place. The actions take 
place based upon the issuance of the project implementation orders. 

I have not, Mr. Chairman, looked into the sequence of events in this 
particular project which you have been looking into for the last couple 
of days. Miss Hughes is here and can answer, I think, any questions 
you have as to the timing of this particular sequence of ev ents. 

Subsequent to the issuance of the project implementation order, then 
requests are put out for bids if it is equipment or contract services that 
are required. In the case of the request for bids, they are put out 
prim: wily, not always but generally, by the participating countries. 
ICA may do it by request but our policy is to have the country request 
bids on the material, supplies, equipment involved in the project. 

In the case of this particular sawmill project which you have been 
looking into, the requests for bids were put out by the Central Trust 
of China. 

In many other countries, also, requests for bids are put out by an 
approved agent of the participating country’s government. This 
normally means that unless there is some question that comes to our 
attention that we will not automatically get copies of the invitation 
to bid or copies of the bids submitted. In the great majority of cases 
where no problems or no issues arise we do not want them. We get 
enough paper now, Mr. Chairman, without getting copies of invita- 
tions to bid and copies of all bids where there are no problems 
involved. 

When we get questions asked us or when problems arise, representa- 
tions may be made to us that the invitations to bid are inadequate 
or limit offers to certain suppliers, exclude American suppliers from 
bidding because of the way the specifications are written or for any 
one of m: ny reasons of this kind we get inquiries, then we take the 
initiative to get the information in from the field upon which to base 
action or advice on our part. 
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Again it should be made clear that our recourse, in the normal 
course of events when we consider for any one of a number of reasons 
a procurement to be unsatisfactory, is to get a refund from the country. 
We do not make it a point, we do not in the most instances want to 
interfere at an earlier stage because our whole arrangement, our whole 
organization, our whole implementation procedure is based upon our 
r ight to get a refund as agreed to by the country when they enter into 
a program with us. You may want Mr. Murphy to elaborate briefly 
on this particular point. 

When we get serious objections or serious questions raised in the 
process of a “project implementation, we do have the right to, and 
we do undertake to get, all documentation, all the known material, 
together for the review and analysis of the appropriate departments 
in ICA, Washington. I think that you may have an impression 
that we have to do this in a large number of cases. This i impression 
is likely to be gained by this committee or by the public because it is 
always the cases which create the problems that make the headlines 
or become questions of concern. I have not checked the figures but 
I presume of all our projects 95 percent of them move forward without 
any difficulty at all, raise no questions, no problems are created by 
them, they are implemented effectively and satisfactorily. Mr. 

Murphy audits them at the conclusion and, by and large, considers 
them appropriate and refunds are not requested. It is the ugly 
ducklings, it is the exceptional projects that come to the attention 
of this committee, to the attention of the public generally, I guess it is 
inevitable but unfortunate that it is this kind of case the committee 
hears about. 

John, would you like to pick up briefly on this? 

Dr. Morean. Are you familiar with the sawmill in Iran, Mr. 
Murphy? 


STATEMENT OF JOHN E. MURPHY, ASSISTANT DEPUTY DIRECTOR- 
CONTROLLER, INTERNATIONAL COOPERATION ADMINISTRATION 


Mr. Mureny. No; not in any detail. I knew there was a problem 
about it. 

Dr. Morcan. I would use that as an example of recovery of money 
as Dr. FitzGerald just spoke of. 

Mr. Mureny. I do not have intimate and up-to-date knowledge on 
that project. I know there was trouble on it. It was my under- 
standing that trouble came not from difficulty on specifications or on 
contracting as in the case of the Ta Shu Shan project, but mainly on 
the difficulties of the bureaucrac y at the other end in carrying out 
their part of the bargain, which was supposed to provide land and 
buildings, and things like that to accommodate the equipment when 
it arrived. I do not know whether that has currently been resolved 
or whether it is still a problem. I would be happy to check on it 
and insert in the record at this point, if you wish, a statement as to 
the current situation on that particular project. 

Dr. Moraan. The subcommittee would be interested to know if any 
procedure had been initiated to recover from Iran any of the funds 
already expended by our Government. 

33414—59——11 
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Dr. FitzGerald, the General Accounting Office accused ICA of 
stockpiling obligations. Why should not the ICA stockpile mutually 
explored and agreed to projects before the funds are available? That 
is one of the main criticisms, that you stockpile obligations before 
any study whatsoever is made on a project. 

Dr. FrrzGrratp. Mr. Chairman, I think the General Accounting 
Office’s criticism can be documented in individual instances. We 
have obligated funds on occasions, as it later turned out, before they 
were actually needed for the purpose of implementing the program. 
This happens for two reasons. The first reason is there is the over- 
riding political necessity to provide assurance to a country that we 
are going to help it. From time to time this decision is made and 
we have, in effect, therefore to reserve funds for carrying out this 
particular intergovernmental commitment. 

The other occasion when it arises is our failure to anticipate the 
time lag that there is between a decision to undertake a project and 
actually getting to the point where dirt is moving on that project. 
We have been, in the past, obviously overoptimistic in assuming that 
the project will get underway at the time we expect it to get under- 
way. Delays of various and sundry kinds occur and hindsight sug- 
gests we obligated too soon. I think if you could have looked at the 
obligational activity at the time the obligation was undertaken this 
conelusion would not have been nearly as obvious or nearly as clear 
cut. 

But, Mr. Chairman, we have obligated too soon, hindsight has indi- 
cated we have obligated too soon, not infrequently. I think we are 
improving. I think one of the things that is going to improve even 
more is the provision put into the Mutual Security Act last year, 
section 517, which requires us and the Government generally to de- 
velop adequate specifications and engineering and to satisfy ourselves 
that the country is going to carry out its share of the bargain before 
we obligate funds. From my point of view, this has been helpful 
action on the part of Congress to strengthen the hand of many of 
us who want to do a job soundly. 

Dr. Morean. You said a while ago that 95 percent of these projects 
move ahead without any trouble whatsoever. Now, I imagine those 
95 percent were approved by the mission chief abroad and just went 
through Washington, ICA, Washington, without any trouble; is that 
right ? 

Dr. FrrzGeratp. The 95 percent that were approved, went through 
without any trouble, had no particular difficulties in them, would in- 
volve many projects that were not reviewed by Washington in detail 
by ICA, Washington, knew about them, was satisfied generally as to 
their effectiveness. But it also included many projects Washington 
did review in detail and in many instances Washington made sugges- 
tions and required changes in the original proposal so it could be im- 
plemented more effectively and would be more constructive. It in- 
cludes both those cleared in Washington and those not cleared in 
Washington. 

Did the purport of your question mean that it was only when Wash- 
ington stuck its nose into the business that the project got fouled up? 
Dr. Morean. No. 

Dr. FrrzGrratp. You may be right. 
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Dr. Morcan. Just commenting on your percentage figure. Does 
resent ICA procedure have the effect that engineers and technicians 
in ICA, Washington, can veto any project ? 

Dr. FrrzGerap. No, the procedures do not permit that. 

Dr. Morecan. Do not permit that. 

Dr. FrrzGrratp. No. This is what happens. I want to be com- 
pletely frank with this committee. What happens is if the techni- 
cians in Washington have reservations about or have questions about 
the propriety or effectiveness of the economics or technical soundness 
of the project, they are able, unless one acts strongly, to delay it; 
they can ask questions, ask questions, ask questions, and ask questions. 
Existing authority does not permit the technician to stop a project. 
In effect, this may happen because nobody calls the technician’s hand 
but there is authority to call his hand. 

Mr. Merrow. Who does have the authority to stop on that point, 
the ICA Director? 

Dr. FitzGrrautp. The regional office—regional director—has the 
authority to call his hand. If the foot dragger is sufficiently con- 
cerned about his being overruled in this matter by the regional di- 
rector he can appeal to Mr. Smith, the Director. 

Mr. Merrow. Mr. Smith can stop anything he wants? 

Dr. FrrzGeratp. Yes. The regional director can make an aflirma- 
tive decision to move an action or project forward over the objections 
of the technician. The technician’s only right in that event is to 
appeal through his chief to the Director. This is not exercised, I am 
sorry to say, as much as it should be. 

Dr. Morgan. Dr. FitzGerald, there must be new projects coming 
in from the field for the next fiscal year. Will they conform to the 
requirements of section 517? 

Dr. FirzGrratp. Not only all the projects that may be being de- 
veloped for the next fiscal year have to follow 517, but those coming 
in for implementation this fiscal year have also to comply fully with 
section 517. 

Dr. Morean. The ICA mission abroad then has final authority in 
some cases as to the approval or implementing of projects? 

Dr. FrrzGrratp. The mission in the field, the director in the field, 
has authority to implement any project which has been approved by 
ICA, Washington. With minor exceptions, the mission cannot un- 
dertake a project that has not been cleared with or reported to 
Washington. 

The mission director does have under existing ground rules au- 
thority—I would have to look up the manual order—but it is authority 
to conduct projects costing not more than $50,000 a year without 
clearance with Washington. 

Let me say, however, that the vast majority of the projects which 
are submitted by the field are approved on the* ~ of a very brief, 
very summary submission, just describe the ,.oject in general terms. 
It does not require the full submission of a program proposal ap- 
proval document. At least 90 percent of the projects approved for 
fiscal year 1959—I can get a closer figure—at least 90 percent of the 
projects approved for implementation this fiscal year were NFCR, 
which means no further clearance required by Washington. As of 
today, at least 90 percent of this year’s projects are cleared by the 
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mission director to implement. This includes all the TC projects as 
well as capital projects. The clearance of TC projects on a routine 
basis in Washington is over 95 percent or better. 

Dr. Morean. Dr. FitzGerald, I know you are not familiar in some 
detail with the testimony given here this week, but here on Wednesday 
a representative of the United States Wallboard & Machinery Co., the 
successful bidder on the project in Iran, testified that he, himself, had 
submitted a bid for a sawmill, not on the specifications prepared by 
ICA, but according to his own recommendations, and was the success- 
ful bidder. He apparently did not know when he sold the equipment 
whether it would work over there or not. 

Now, what happened to our mission chief in Tran that caused him 
to permit a sawmill worth a half million dollars to be shipped over 
there and lie around in the crates for 2 years? I understand it was 
recently brought back to Teheran and put in a warehouse. Accord- 
ing to Mr. Arnold this morning, an attempt is being made to sell the 
mill, so there may be some recovery of our funds. Tome something is 
wrong with the ICA missions abroad, epecially in Iran, if things like 
that can happen. 

Dr. FrrzGrraxp. I agree with you. First of all, that was, I think, 
in 1953 or 1954. It was before we had instituted the present system. 
As a matter of fact, I am quite certain this project was undertaken 
when the old TCA Administration was in the Department of State. 
I am not trying to duck anything, but the project was initiated under 
the old TCA program when it was still part of the Department of 
State. But the same thing might have happened even if this had not 
been the case, because 1953 and 1954, as I am sure this committee 
knows, was a very unsettled time in Iran. Mossadegh had just been 
deposed ; we were in a crash program in Iran which I feel was success- 
ful in achieving the broad United States objective. This mill was 
felt to be desirable: the Iranians wanted it. I am quite satisfied the 
mission was not staffed with proper technicians. I would have to 
verify that and look to see who was on the staff at the time this mill 
was ordered. I would guess there were no engineers or lumber people 
or mill people on the mission that would qualify to pass upon this mill 
and its technical soundness. 

I expect it was not adequately reviewed by people in Washington 
who should have been watching for this sort of thing. It just slipped 
by. Those donot happen so frequently now, anyway. 

Dr. Morean. There is different procedure with the sawmill project 
on Taiwan. We have a competent engineering company there, J. G. 
White, which has been employed by the Chinese Government for 10 
years. They drew up the specifications for this mill. Mr. Stamets 
from the Enterprise Co., the low bidder, testified before this com- 
mittee this week that it was a very comprehensive and thorough 
study. His company went to the expense of $10,000 in preparation 
of this bid. His bid is used as a model even by our own ICA here 
in Washington. Here is a fellow who followed the specifications, 
submitted the low bid, and ran into serious trouble with ICA, Wash- 
ington. On the other hand, under the procedure in Iran, the man who 
. disregarded the specifications did not care whether or not the mill 
would work comes up with the bid. The Enterprise has been manu- 
facturing sawmill equipment since 1878. The J. G. White engineer, 


ee et obeed OP O 


te OO ee oe el 





et 
ea 
10 
ts 
n- 
rh 
on 


1s 
h- 
ho 
ill 
u- 
er, 


MUTUAL SECURITY PROGRAM 157 


himself, made a visit to the Enterprise Co. and was perfectly satisfied 
that the Enterprise Co. could do the job and build the sawmill, but 
ICA, Washington, intervened. The ICA had before it a complaint 
filed by the United States Wallboard and Machinery Co. that Enter- 
prise was a small company, had no foreign experience, and had never 
manufactured a sawmill of this capacity. 

Dr. FrrzGeratp. Let me say, first of all, I do not approve of the 
way that the mill in Iran was handled. Let us get that for the 
record. If we, the United States Government, were so ineffective as 
to permit a company to draw specs, supply the mill, and then come in 
here and barefacedly say he knew it would not work in the first place, 
that is pretty bad. I think it is just awful bad. There is no excuse 
for it whatsoever. 

On the Taiwan project, Mr. Chairman, I had not expected this 
committee would ask me details about this particular project. 

Dr. Morcan. We do not expect to answer in detail. But using these 
as typical examples, I can understand, Dr. FitzGerald, we do not want 
another sawmill situation like that in Iran to develop. I hope that 
ICA is using its experience in Iran to make sure that a similar situa- 
tion does not occur in Formosa. We wanted you to testify primarily 
on procedure. 

Dr. FrrzGrrarp. I would have to verify and look into this matter 
to determine whether the only complaint we got on the Taiwan mill 
was from one other possible supplier. That was not my impression 
but I have not looked into it and cannot tell. I do not know whether 
you can, Mr. Grant. 


STATEMENT OF LESLIE A. GRANT, ASSOCIATE GENERAL COUNSEL, 
INTERNATIONAL COOPERATION ADMINISTRATION 


Mr. Grant. The record indicates there were complaints from sev- 
eral but only a complaint from United States Wallboard before the 
time ICA took the action arresting the progress of the bids. 

Dr. Morgan. That is all. 

Mr. Chiperfield. 

Mr. Curprrriecp. Thank you, Mr. Chairman. Dr. FitzGerald, I, of 
course, do not expect you to know the details of the testimony we have 
heard the last few days on this project in Formosa. I have listened 
to the testimony and I reached the conclusion that the reason the ICA 
held up the bids was because they felt there had not been proper pro- 
vision made for a management-service contract which they felt would 
be necessary to carry out successfully this project. 

I also reached the conclusion that it was not until a later date that 
the specifications were considered as an excuse to delay the awarding 
of a bid. I think that was somewhat of an afterthought. 

I heard the testimony from a number of witnesses as to why they 
felt management-service contracts should be made on projects in coun- 
tries like Formosa where there would not be people in that area who 
knew enough about them to handle them properly themselves. 

I was impressed with the necessity of some kind of management- 
service contract to supervise projects of this kind Oy pees who have 
had experience in this particular field of logging and lumbering, and 
so forth. 
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Dr. FrrzGrrap. Yes. 

Mr. CurrerrieLp. The trouble seems to have been that the manage- 
ment survey or service contract was not entered into simultaneously 
at the time this project was being considered and the survey was being 
made and the specifications were being drawn up, but it came into the 
picture way too late. 

Now, as a matter of principle, along the lines of section 517, I am 
wondering whether it is not a good thing to have these management- 
service contracts made right at the beginning and get somebody in the 
field that knows the particular problem and have them work right 
along parallel with your people in the field, or J. G. White, your engi- 
neers, and then you will come up with something that will be successful. 
What I cannot understand is that you pay J. G. White for their services 
and then say they are no good, and then you have to get management- 
service people to go over it again and then make new surveys and new 
specifications. If it is necessary to have a management-service con- 
tract they ought to be in it at the beginning so we will not run into 
these difficulties. What do you think about this idea of having 
management-service contracts to supervise projects of this character? 
I do not mean for every project that comes along. 

Dr. FrrzGeratp. I think our experience these days indicates, par- 
ticularly in underdeveloped countries, a major deficiency is man- 
agerial operating experience. We have that problem in some other 
contracts of ours very seriously, and more and more I am convinced 
that whether it be through a management service contract, or through 
some other device, we just have to have assurance in advance that the 
operating and managerial experience is there, or will be there. It 
seems to me to be perfectly clear. I cannot comment on this par- 
ticular instance in detail because I am not familiar with it, but we 
have many instances where the project is not going forward on 
schedule, or not being operated efficiently because the managerial ex- 
perience is not there. We are having that problem right now in a 
fertilizer plant. 

Mr. Currerrietp. We have discussed that. It seems to me the 
point we are talking about is one of the most important points con- 
cerning all the projects of this character. 

Dr. FrrzGerarp. And it is not limited to ICA either. We had to 
move in and pick up a management service project in Indonesia that 
the Export-Import Bank financed. 

Mr. Cniperrieip. There is another point. It does not do any 
good to have a managerial service and have defective materials or 
machinery. 

Dr. FrrzGrrarp. That is true. 

Mr. Cuirerrieitp. Your management service people must determine, 
in the first instance, if they have the proper tools to work with, and 
unless they get into the picture at the beginning they may have to 
work with materials or machinery that will not work and under these 
circumstances they should be asked to carry out that responsibility 
no matter how efficient they are. It seems to me you have to have 
those two things working together for success. 

Dr. FrrzGerarp. Definitely. 

Mr. Curerrrrevp. I think that is one phase of the programs we 
ought to give great consideration to. I do not want to limit you by 
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putting it into legislation so that you cannot obligate properly, but 
certainly our committee could put into a report recommendations 
along these lines. We might be able to work with you people and 
get language that would create a principle to be followed. I think 
that it would be helpful to you people and us in the Congress. We 
could then go onto the floor and say that these things are going to 
be carefully looked into before they get started to see if they are 
proper. I know the members of the committee would like to work 
out that problem because I think it is one of the things that has 
caused all this trouble. Do you agree with me to a certain extent? 

Dr. FrrzGeraxp. I have no quarrel with you at all. It is one place 
we need to strengthen our program. 

Mr. Carnauwan. It seems to me that there is not enough coordi- 
nation between the country mission and ICA, Washington, from what 
we have heard on this particular project. I would like to have you 
review for me briefly just what the process is on a project, a capital 
investment project. First of all, how does the idea of a project 
usually originate ? 

Dr. FrrzGeratp. It universally originates in the field. It is felt 
that there is a deficiency, or a lack of some particularly useful capital 
investment which will permit that country to produce more effectively, 
to produce more efficiently, or produce in large amount, some things 
that have economic value, either for domestic use or export. These 
ideas in the first instance may be no more than a gleam in somebody’s 
eye, and they may be a gleam in the eye of Americans in the field. 
I am under the impression that it was American technicians who first 
realized the economic values there were in the Taiwan forests and 
they were the ones who pointed this out to the Chinese and encouraged 
them to think about the kind of capital projects they needed to develop 
this particular resource. Is that right, Miss Hughes? 

Miss Hucues. Yes. 

Dr. FrrzGeratp. These discussions may go on for months. There 
may be requests for technicians to come out and give them a hand. 
There may be requests for an engineer to come out. 

Mr. Carnanan. I would like to add, Does this idea finally get in 
rough form in the hands of the country mission ? 

Dr. FrrzGrratp. Yes. 

Mr. Carnanan. Then, just briefly, what does the mission do with 
the idea? 

Dr. FrrzGrrartp. The mission puts it down on a paper, on a form 
known as a PPA, a project proposal and approval document. 

Mr. Carnanan. And they send this proposal to ICA, Washington ? 

Dr. FirzGrravp. Yes. 

Mr. Carnanan. Then, of course, you take some action on it. What 
do you do with it? 

Dr. FirzGrratp. The project proposal and approval indicates on 
the front page the proposed financing, and on the subsequent pages 
the detailed description of the project, the reasons for it, the materials 
involved, and so forth. 

Mr. CarnawaAn. You take what type of action on the PPA? 

Dr. FirzGrratp. That PPA will come into Washington and will 
be distributed to the interested divisions to be considered by them for 
review, and either approval or disapproval. Now, a PPA will always 
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go to the technical services people for the technical review of the com- 
petent technicians in the technical service office involved—the Industry 
Division, the Agricultural Division, the Education Division, or what- 
ever it is. 

The responsibility for advising the field of the approval or dis- 
approval of this project rests with the country desk, in the regional 
office. The country desk’s responsibility is to see that the project is 
considered by the technicians, that the technicians’ views are taken 
into consideration, and if the technicians’ views seem valid, they are 
referred to the field for the field’s consideration, and if necessary, for 
reincorporation into an amended PPA. 

Mr. CarNAHAN. You might then either ask for an amended PPA, 
or approve the PPA? 

Dr. FrrzGrratp. Or disapprove it. 

Mr. CaRNAHAN. In case you approve it you would instruct the 
country office to proceed with the project? 

Dr. FrrzGrratp. If the project is approved our mission in the field 
is notified the project is approved, as submitted or amended, and then 
the field is responsible for taking the steps that follow to carry out 
the project. 

Mr. Carnanan. If that is a capital investment that requires specifi- 
eations for bidding, the country mission would proceed with the 
preparation or ask for the preparation of the specifications and also 
ask for bids? 

Dr. FrrzGeraup. That is correct. The country office may ask Wash- 
ington to do this for them, or they may, as Mr. Murphy points out, have 
the other government do it. The followup may be done by the other 
government, and I think that was almost universally true in Taiwan. 

The Chinese Government always takes the next step after they have 
been notified that the project has been approved. They draw up the 
specifications, with the advice of J. G. White, or the advice of their 
own technicians. They issue the invitations to bid and they get invi- 
tations to bid to come back to them. 

In other countries that do not have the competence the Chinese have 
they frequently ask us in Washington to do that job for them, or the 
mission to do it. 

Mr. CarnaHAN. When does the project agreement come in? 

Dr. FirzGrratp. The project agreement comes in after the PPA 
has been approved. 

Mr. CarNaHAN. That is, after the PPA has been approved by the 
Washington office then a project agreement is made ? 

Dr. FitzGerrarp. Is entered into, that is right. 

Mr. CarnaHAn. Does that mean that funds are then obligated for 
that project ? 

Dr. FrrzGeratp. That is right. 

Mr. Carnanan. After funds are obligated, what action and what 


approval is necessary before these funds may be deobligated, or how 


can a project in this status be stopped. 

Mr. Murenry. The simplest situation is when the two parties in- 
volved; namely, the United States mission and the host country’s rep- 
resentatives, come to an agreement the project should be stopped or be 
eanceled, or abandoned for some reason or the other, they write an 
amendment to the project agreement. 

Mr. CarNanAN. That would be a matter between whom? 
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Mr. Murruy. The United States operation mission, the ICA mission 
in the field and the people they work with in the host country. If they 
come to an agreement that this is a bad idea, that we had better drop it, 
they just w rite an amendment canceling the agreement and the funds 
get deobligated. 

Mr. Carnanan. I believe in the case of the Ta Shu Shan sawmill 
proposition that was not the case. The project was halted from the 
Washington office. 

Mr. Murpny. That is right. It was not a deobligation because this 
did not change the obligation of the United States Government as set 
forth in the project agreement to proceed with the implementation of 
this project. This was a technical halt until some problem got resolved. 
But it did not indicate any intention on the part of the United States 
to abandon the project. 

Mr. CarnaHan. Is there any particular policy for a procedure of 
this type by ICA, Washington ? 

Dr. FrrzGrratp. What type? 

Mr. CarNawaAn. For projects when bids have been accepted and 
evaluated. 

Mr. Morpuy. Well, as I understand this matter—and again I am 
not as familiar with it as I would like to be in order to testify—the 
bids had been requested in the case of the Ta Shu Shan sawmill opera- 
tion, but they had not been received at the time ICA, Washington, 
threw up the flag. As I understand it, when the complaint came into 
Washington about this project, the industry office, which is the back- 
stopping office that handles it in W ashington, checked into it and 
then discovered that one of the original requirements they had laid 
down for the project when they approved it, namely, there must be 
management services provided in the project, had not been complied 
with and that the project was going ahead without management serv- 
ices which had been made a condition of approval. When the in- 
dustry office learned this, they said, “Hold up here until we find out 
what is going on.” They told them not to make an award on the 
bids that had been invited, but not yet received. 

Mr. Carnanan. Is it possible that in ICA, Washington, there was 
developing at the time a little more careful procedure on defining 
what would constitute acceptable management contracts ? 

Mr. Morpnuy. I think that probably is the case, Mr. Carnahan. 
I think as the years have gone by and the importance of management 
on these projects has become more and more obvious, it is fair to say 
Washington’s requirements for management services have increased, 
so as of today, in order to get a project approved in Washington, there 
would be much more attention to this management aspect than there 
would have been 2 or 3 years ago. 

Dr. FrrzGrrarp. I think I should add that we reserve the right to 
interfere if we have reason to believe there is something wrong with 
the project. If complaints are made to us that the specifications are 
inadequate, or that they are rigged so that only certain bidders can 
comply with them, or if there are complaints about prices, or pay- 
ments under the table, fraud or negligence, we feel free at any time 
to say that we are just going to hold this up until we find out what 
the facts are. I do not believe the committee is suggesting that we 
should not. 
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Mr. CarnanAn. With regard to this particular project, the Taiwan 
sawmill, further action is now just suspended. We still have the proj- 
ect agreement. We have funds obligated for the project and further 
procedure is being held up because of objections that have come to 
ICA, Washington ? 

Dr. FrrzGrrarp. I think in fairness we should say progress is being 
held up now at the request of this committee. We held it up for a 
while because we felt, as Mr. Murphy indicated, this management 
aspect had not been included. We wanted to get the management 
aspect into it and then permit the project to go forward with the 
management component incorporated therein. 

Mr. CarnaHaANn. There was an order that went out from ICA, 
Washington, not to award a contract. 

Dr. FirzGeratp. That is right, sir. 

Mr. Carnauan. And that was before any concern of the commit- 
tee was expressed to ICA. 

Dr. FrrzGrratp. That is correct. 

Dr. Morean. January 8, 1957. 

Mr. CarnanAn. So then you areintimating that had the committee 
expressed no interest perhaps by now the contract would have been 
awarded ? 

Dr. FrrzGeratp. That is possible. I want to make clear I am not 
complaining to the committee about this, but it is a fact we were ready 
to go ahead, and I think that we asked the committee some weeks ago 
if they felt they wanted to investigate this further, or did not, and 
the committee said they did, so we just held up. 

Mr. CarnaHAn. You would have proceeded with the letting of the 
contract, or you would have proceeded in rejecting all bids and asking 
for new specifications. Was that the procedure that you were going 
to follow ¢ 

Dr. Morean. That was the testimony that we got from Mr. Harris. 

Dr. FrrzGrratp. We would have proceeded to get a management 
contract, get a competent person in to determine what kind of ma- 
chinery was needed, what specifications the machinery should have, 
and what type of machinery would be the most economical and do 
the most effective job of sawing this lumber. If the machinery the 
management people said would do the job was covered by the existing 
bids we would take the block off the existing bids and tell the Chinese 
Government as far as we were concerned on the basis of the advice of 
the management firm, go ahead and select the bids for the equipment 
that meets the specifications. that will do the job, and this might have 
been Enterprise or any one of the others. 

Dr. Morean. I have a letter here that was mailed by Mr. Fairhurst, 
and Mr. Fairhurst seems to be favored by ICA as far as the manage- 
ment contract is concerned, at least as far as ICA’s Washington office 
is concerned. He sent a letter to Enterprise and I will read the last 
paragraph for the record: 

Personally, I feel that the equipment and layout you have submitted is very 
good and perhaps is as close as to what is actually required as anything could be. 

Dr. FrrzGeratp. As far as I know, he may be right. 

Dr. Morean. He apparently is going to manage the thing. He 
seems to have the approval of Mr. Arnold and Mr. Flesher and has 
invested $50,000 of his own money in working up the management 
contract. 
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Mr. Carnanan. If I am not mistaken, we have had testimony here 
from those who would have probably sought the management con- 
tract to the effect that the prescribed equipment was not the equip- 
ment needed and probably could not be made to work. 

Dr. FrrzGrraup. I must say that I would like to check up on the 
time schedule again. This rather surprises me because I think if this 
is true, at least the J. G. White people have looked at the timber and I 
take it that Mr. Fairhurst has not looked at the timber at this time. 

Mr. Carnanan. I am not critical of the fact that you are proceeding 
with considerable caution. I am not objecting to that at all. It does 
seem from what we have heard that the objection of bidders may have 
influenced the division to wait, and I can see that that may be desirable 
if you did enter into a management contract after you had already 
asked for bids and had evaluated the bids and had bids recommended 
for acceptance, a lot of details might have to be gone over again be- 
cause the person who gets the management contract may say, “No; 
this equipment just isn’t the equipment that will work, so we will have 
to get new specifications and we will have to ask for bids again.” 

I can see that the management contract ought to have been in from 
the beginning and ought to have had its say while you were developing 
the specifications and were asking for the bids. 

Dr. Morean. Dr. FitzGerald, according to Mr. Fairhurst’s testi- 
mony, he submitted his first contract for management on May 22, 1956, 
to the Chinese Central Trust and to the ICA mission on Taiwan. That 
was on May 22, 1956. He believed it would be forwarded to ICA in 
Washington, but for some reason that was not done and he came down 
here on January 16, 1957, and submitted a similar proposal to ICA in 
Washington. There is a lag of 7 months there. If they were going to 
be interested in contract services you would think they would have 
been interested in the first proposal. 

Dr. FrrzGrrarp. I think they should have been interested in the 
contract services. Whether it is this one or not is another question. 

Mr. CarnaHANn. Does the obligation of funds made available as the 
result of deobligations involve any different procedure than obligating 
new funds? 

Mr. Murpny. Yes, it does. We do not allow a mission which has 
deobligated money, that is, prior-year money, to reobligate that money 
without coming into Washington and explaining what it is going to 
do with that money. I emphasize “prior-year money,” because during 
a current year, if a mission director has an allotment of $1 million for 
a project program in his country say for the fiscal year 1959, and he 
has been given approval as to how to use it, he can deobligate and re- 
obligate current-year money as he goes through the year as necessary 
to bring into being the program that has been approved, but with 
respect to fiscal year 1958, or fiscal year 1957 money, if he had any left, 
if he canceled out or deobligated funds, he would have to come into 
Washington. The regional director would have to approve whatever 
plans he had to utilize these deobligated funds. 

The reason for that, I think, is fairly good. Frequently a mission 
director in the course of the current year will be claiming that he has 
not been given enough money to do the total job as he sees fit, and he 
can be pleading with Washington to give him more money as he goes 
along. If we did not have a system which required him to reveal the 
savings that he was developing as he went along in his prior-year pro- 
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grams, we might be heeding his plea for current-year money and over- 

looking the fact if he really had put the proper priority on a pro- 

gram he should have financed some of these activities with prior-year’s 
savings. So we have required him to reveal any savings, together with 

their intentions as to use, and if they are satisfactory they go ahead. 

If not, we can say, “No, you use those savings to take care of these 

other items that you have been asking more money for.” So we reallo- 
cate the money and we must reallocate it for his use. 

Mr. Carnanan. If a contract is actually let, or accepted, which 
involves the furnishing and building of capital projects, does title 
to what is going to result go to the host government at the time the 
contract is let ? 

Mr. Murpny. Not technically. In reality that is the general effect, 
but let us take for an example an electric powerplant ‘that requires 
generators. Well, the title to the generator usually vests in the other 
country at the end of the ship’s tackle, when it is leaving the United 
States. It is at that point, when the ocean bill of lading is taken 
up and the item moves onto the ship and starts for the country, that 
title to the piece of property switches. 

Mr. Carnanan. That would be true of the project in Iran? 

Mr. Murrny. Yes. Title to the sawmill currently rests in the 
Government of Iran, if it has not been disposed of. 

Mr. Carnanan. What is the provision in the contract for recovery ? 

Mr. Murpeny. Well, regulation No. 1, which is the basic regulation 
under which we do business, contains a provision that up until 5 years 
after an obligation is incurred in this program the director of the 
agency may for good reason require that the funds involved be re- 
funded in the U nited States, and these regulations in their entirety 
are incorporated into the project agreements, and if the procurement 
authorizations that Dr. FitzGerald spoke of earlier on the nonproject 
program by reference, and in every instance, are accepted by the host 
government as a part of the agreement. 

Mr. CarnaHAN. Do we have any method whereby we can recover, or 
is it just up to the host government to pay us if they want to? 

Mr. Murpny. We have very definite methods, Mr. Carnahan, and 
we use them, I hasten to point out. If we find any instance where 
money which we have provided has not been used for the purpose for 
which it was provided, or that it was used ineffectively for the pur- 
poses for which it was provided—and this includes nonutilization, or 
improper utilization of equipment that may have been bought—we 
have the right and we exercise the right, of demanding that funds 
that we put up be refunded and the government must pay us those 
funds out of its own foreign exchange, and they do. 

Dr. Morean. Is it 5 years after obligation, or 5 years after ex- 
penditure? 

Mr. Murpny. I believe it is 5 years after obligation. I am not 
absolutely sure. It may be after expenditure. Mr. Grant says that 
it is after expenditure, and I am sure he knows. 

Mr. CarnanAn. You say that we have had experience in recovery ? 

Mr. Mvrrny. Oh, yes. We recovered many millions of dollars 
through this process where the countries involved violate the rules in 
some way. Sometimes they failed to ship on American-flag bottoms; 
sometimes they failed to get proper bids—they pay higher than the 
lowest competitive price available in the free world—sometimes they 
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buy an item completely ineligible under our program, a luxury-type 
item, under a procurement authorization not contemplated. If these 
things are discovered — our post audit process—our end-use 
program overseas conducted by our comptroller staffs in the missions 
and reported in to us—we lodge these demands for refunds with the 
other government and collect the dollars and thereby remove the 
transaction involved from our records. 

Mr. Carnanan. That is all. 

Dr. Morean. Mr. Merrow 

Mr. Merrow. Thank you, Mr. Chairman. 

Dr. FitzGerald, did you sit in on the various conferences con- 
sidering policy of management services which seemed to be develop- 
ing just prior to the announcement that was made on January 8? 

Dr. FrrzGerap. I was in on some of them but not all. 

Mr. Merrow. Do you agree that was good procedure ? 

Dr. FrrzGeratp. Oh, yes. We have had pretty unsatisfactory ex- 
periences. We have satisfied ourselves there is operational capacity 
there. There has to be a management contract, as I am sure you un- 
derstand. 

Mr. Merrow. How widely would you apply the use of management 
contracts? Iam thinking now of the percentage of cases. I under- 
stand some do not need that. How general should the policy be? 

Dr. FrrzGeraxp. I think in every instance it should be determined 
that the operating capacity is there. I am thinking, sir, of roads. 
We have quite a bit of construction in roads, and I think the man- 
agerial capacity question there is—does the government have a bureau 
of roads, or a road organization that can maintain the roads? If it 
does not have that organization there we should not build roads with- 
out at the same time helping that country develop the service that 
will maintain the roads, so even in the case of roads I think we should 
satisfy ourselves in this sense that the managerial capacity is there. 

Mr. Merrow. With the benefit of hindsight do you think if we had 
had the managerial contract in Iran the difficulty would have been 
avoided ? 


Dr. FrrzGrrarp. I would think so, sir. The managerial contract 
is a good one. 

Mr. Merrow. I think you testified, if I remember, that you were not 
familiar with all the specifications, or with the specifications on this 
particular project; is that correct ? 

Dr. FrrzGeravp. That is correct. 

Mr. Merrow. You were not. Now, I will ask this question: Did 
you have any fear as the project was being discussed in general that 
there might be a repetition of the Iranian situation if the managerial 
contract was not set up in Taiwan? 

Dr. FirzGrratp. Yes. I am not sure that I directly related it to 
the unsatisfactory experience in Iran, but generally—and I do not 
know why—we used to have trouble in this lumber business. 

Mr. Merrow. And in these undeveloped areas? 

Dr. FrrzGeratp. We have an unsatisfactory experience in Paki- 
stan in this field, and I am just getting awfully nervous and sensitive 
about it. 

Mr. Merrow. The testimony that we have had on this particular 
situation indicates that the order went out on January 8, 1957, that 
no award should be made on these contracts. The bids were closed 
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March 18, 1957, and the testimony indicates people who were 
preparing the bids and who were going to present them in March 
1957, were not informed that the award of contracts was not going 
to be made on these bids. Would you comment on whether in a par- 
ticular situation like this the people who were preparing the bids 
should have been notified or not ¢ 

Dr. FrrzGrratp. That is a difficult one. Hindsight, of course, is 
clear. As my memory serves, at the time that we issued the orders 
on January 8 we did not have reason, complete reason, to believe that 
all bids should be canceled and new bids let. If we were satisfied on 
January 8 that all bids were going to be off, that it was clear that the 
specifications were wrong, or it was clear that there was something 
completely improper about this transaction, then we cetrainly should 
have notified all the potential bidders. Without looking at the record 
I cannot be sure, but it is my impression, sir, that as of January 8 we 
were not satisfied that there was anything seriously wrong, and after 
January 8 and after sufficient time to look into it we would lift the 
stop order and it could go ahead. In that event, you see, it would 
have been most unwise to have notified the potential suppliers. 

Dr. Morgan. Would Miss Hughes give us the date the J. G. White 
specifications were received in Washington ? 

Miss Hucues. I do not believe that I can. The technical people 
who were here this morning have all of that information. 

Mr. Merrow. From what you have just said it appears the decision 
made at that time was not a decision that you felt would result in the 
cancellation of the specifications and the requiring of new ones; it was 
probably the feeling this would be held up but you would go ahead 
with the bids that were later presented on March 18; is that it? 

Mr. CarnaHan. Would the gentleman yield for a question? 

Dr. FrrzGrratp. The answer to your question is “Yes.” 

Mr. CarnaHan. You were going to secure a management contract. 

Dr. FrrzGeraxp. Yes. 

Mr. Carnauan. And it would be assumed you would follow advice 
resulting from the management contract and if recommendations were 
made that the equipment was not suitable then the only thing would 
be to write up new specifications and ask for new bids? 

Dr. FrrzGrrayp. That is right; yes. 

Mr. CarnaHan. You knew there was that likelihood ? 

Dr. FrrzGrratp. We knew there was that possibility. 

Mr. Carnanan. That possibility, I will put it that way. 

Dr. FrrzGeratp. We had no basis for knowing that it was assured. 
I think from the basis of hindsight it is clear now what we should 
have done was to cut this off on January 8, get our management 
contract, and start again. 

Mr. Mrrrow. Is this the only case of this type you have had? Is 
this a unique situation ? 

Dr. FrrzGrratp. No; I do not think it is unique. It is rather 
unusual but it is not unique. 

Mr. Merrow. What I am trying to get at is this: Was the procedure 
followed in this case paralleled in other cases? 

Dr. FrrzGerap. Yes. 

Mr. Merrow. You have held up bids and have not notified those that 
were bidding. 
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Dr. FrrzGeratp. The time sequence is usually a little different. 
There is another Taiwan case that has some comparability and that 
is in connection with a complaint we got about the proposed bids on 
locomotives for the Taiwan Railway Administration. I would have 
to ask Miss Hughes for the exact sequence as far as time is concerned, 
but we got complaints from American suppliers and other suppliers 
about the bids and specifications on these locomotives on the Taiwan 
Railroad and we instructed the Chinese Government not to make an 
award until we had a chance to look into it. 

Mr. Merrow. Complaints from bidders ? 

Dr. FrrzGeratp. From bidders. 

Mr. CurrerrieLp. Speaking of the time element, it was rather un- 
usual too that Fairhurst came into the picture almost immediately 
after the notice went out holding up the bids. I suppose that was a 
coincidence? 

Dr. FrrzGrratp. I am commenting to this effect: That I would 
have to check up on this more than my memory permits me to com- 
ment on adequately now, but it is my impression that the agency 
asked other potential management people if they were interested, if 
they would give us a proposal. If my memory serves me correct, 
this included Weyerhaeuser, up in the Pacific Northwest and there 
were several others that were queried. 

Miss Hucues. That was put in the record yesterday by Mr. 
Flesher, I believe. 

Dr. Morean. That is in the record, I believe. 

Mr. Merrow. Is it your opinion that the complaints by various 
bidders on the adequacy of the specifications had nothing to do with 
the issuance of the order on January 8? 

Dr. FrrzGeraxp. I would have to go back to the agency and make an 
inquiry. Idon’t know. 

Mr. Merrow. I appreciate that. I asked that question because it 
has been stated that the reason for this order was the fact that the 
agency wanted to get management service contract. It has also been 
alleged that the criticisms in regard to the specifications from different 
companies who were bidding, was the reason for the Department 
action. 

Dr. FrrzGrravp. I probably should not speculate on this but if 
you wish, I will. 

Mr. Merrow. Yes. 

Dr. FrrzGrratp. My speculation is that the complaints resulted in 
the discovery that in fact certain conditions under which the project 
has been approved had not been made available to the field and the 
field was not familiar with them and therefore there was no manage- 
ment arrangement underway, and the combination of the lack of the 
management which was made an original condition and the complaints 
on specs caused the stop order but I would have to verify this, Mr. 
Merrow. 

Mr. Merrow. No company would have influence enough with the 
agency to produce an order of this type? 

Mr. FirzGrraup. Not to my knowledge. We have had some awful 
big companies take issues with us in other instances. In fact, the 
biggest in this country is awful mad at us right now. 
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Mr. Merrow. That didn’t have influence enough to change the 
position ? 

Dr. FrrzGrratp. No. 

Mr. Merrow. That is all, Mr. Chairman. 

Dr. Morean. The subcommittee will stand adjourned. 

Mr. Grant. Mr. Chairman, could I add for the record, you asked to 
ascertain the date at which ICA received the specifications. Our best 
information is that this was some time in the latter part of March 
1957. We will check that more specifically and if it is different 
from that, let you know. 

(Whereupon, at 4: 37 p. m. the subcommittee adjourned. ) 
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REVIEW OF THE MUTUAL SECURITY PROGRAM 
DEVELOPMENT AND IMPLEMENTATION 


TUESDAY, DECEMBER 9, 1958 


CoMMITTEE ON Foreign AFFAIRS, 
SUBCOMMITTEE FOR REVIEW OF THE 
Murua Security Programs, 
Washington, D.C. 

The subcommittee met at 2:30 p. m., pursuant to recess, Hon. 
Thomas E. Morgan (chairman of the subcommittee) presiding. 

Dr. Morcan. The subcommittee will come to order. 

We have with us this afternoon John O. Bell, Director, Office of Near 
East and South Asia Operations, ICA, Washington. With Mr. Bell 
are Carl Cramer, project engineer, ICA; Clarence S. Gulick, Chief of 


the South Asian Division, ICA; and Leslie A. Grant, Associate Gen- 
eral Counsel. 


Mr. Bell, our first order of business on our agenda this afternoon is 


the Pakistan modern storage of food grains. You have with you a 
document outlining the project. 


(The document referred to is as follows :) 


PAKISTAN GRAIN STORAGE 


Based on previous studies, A. E. Bross was detailed to Karachi in early 
1954 to help plan a grain-storage project. On the basis of his report of March 
1, a project agreement was entered into on April 29, 1954 (No. 34) using funds 
obligated in the general Technical Cooperation Agreements for fiscal year 
1952 and 1953. One million four hundred and eighty-five thousand dollars was 
committed for the purchase of three steel “silos cum elevators” at Karachi, Chitta- 
gong, and Lyallpur. 

Meanwhile (April 9, 1954) a task order under the Parsons contract was issued 
under which Mr. Pinner went immediately to Pakistan to advise on the project. 
The original task order called for 2% months’ service. It was later extended 
through April 1955 by an amendment financed under a $55,000 project agree- 
ment for fiscal year 1955. Actual expenditures of $19,000 were incurred. Based 
on his recommendations, the agreement was amended September 14, 1954, to 
eliminate the Lyallpur silo and raise the capacity of the 2 remaining to 15,000 
to 20,000 tons capacity. Five proposals were secured from manufacturing 
companies for erection of silos to meet these requirements. 

Because of the lack of precise specifications, the evaluation of the proposals 
proved difficult and became controversial. Finally, in April 1955 it was decided 
to reject all proposals and secure a qualified engineer to review the project and 
draw up detailed specifications for the silos. Ninety-five thousand dollars of the 
original $1,485,000 was earmarked for this engineering and the balance of 
$1,390,000 was deobligated in fiscal year 1956 and reobligated under blueprint 
documents for the silos. 

Mr. Berg was selected to perform the engineering work. Negotiation with 
him started in June 1955 and his contract with the Government of Pakistan 
was signed March 5, 1956. He was to prepare a preliminary report with recom- 
mendations, cost estimates, and preliminary sketches. Mr. Berg completed a 
proof-copy draft report on July 3, 1956, which noted that soil conditions needed 
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exploration before final foundation plans and accurate cost estimates could be 
made. It also included alternate cost estimates indicating that concrete con- 
struction might save $273,500 per elevator. He was instructed to complete his 
preliminary report on the basis of steel construction in accordance with the 
project agreement and his preliminary report was filed on this basis, reaching 
ICA/W on August 31. On the basis of the proof copy the Pakistan authori- 
ties and the USOM strongly recommended that concrete construction be adopted 
and that Berg’s contract for final design should be modified accordingly 
(TOICA 261, August 24, 1956). Because of these issues ICA had the pre- 
liminary Berg report reviewed by the Tudor Engineering Co. under a task order 
dated October 5, 1956 (no charge to project). The Tudor report, dated April 
10, 1957, found Berg’s report generally satisfactory. It confirmed that con- 
crete might save both on total cost and particularly dollar cost, provided founda- 
tion requirements did not prove greatly more expensive for concrete. It recom- 
mended completion of the necessary soil studies, decision by ICA and the 
Goverment of Pakistan as to type of construction, and amendment, if necessary, 
of Berg’s contract to complete the final designs, analyze proposals, and super- 
vise the construction and training program. Meanwhile, the Pakistan Govern- 
ment had had borings made and submitted the data to Berg (TOICA 996, Janu- 
ary 31, 1957). Berg found that piling would be required at Karachi (letter of 
April 30, 1957) and Chittagong (letter of June 8, 1957) whichever form of silo 
was adopted. 

On the basis of the Berg and Tudor reports, ICA/W (ICATO A-1517, May 10, 
1957) asked for a lot of information bearing on the operation of the proposed 
silos. The mission furnished answers to the questions raised in TOICA A-21 
of July 3 and TOICA 154 of August 1, 1957. 

In September 1957, on the basis of a meeting with Berg, Tudor personnel, and 
ICA/W, it was decided to extend Berg’s contract to cover completion of the 
project on the basis of concrete construction (ICATO A-396, September 10, 1957). 

Following some controversy concerning the amount required for the contract 
extension, the necessary authority was arranged and the contract was amended 
on April 7, 1958, raising its value to $190,000. It called for completion within 
150 days. On June 8 Mr. Berg received notification that funds under the amend- 
ment were available in his bank and he resumed work. On October 23, he sent 
a letter to ICA listing letters to Pakistan which had not been answered in which 
he had requested additional information needed to complete his designs and 
stating that he could not deliver his report until he had the answers. This 
letter was sent to the mission (ICATO A-—709, October 29, 1958), and the mission 
replied (TOICA 682, November 7, 1958), arguing that Berg should have come 
out again, if necessary, and that, in any case, all important information had 
been furnished. On November 25, 1958, Berg informed ICA/W by phone that 
he had shipped part of his specifications and drawings on the 24th and would 
ship the balance by the 29th of November. 

Meanwhile, with DLF established, it was clear that the loan fund was the 
appropriate source of financing for construction of the silos. Consequently, 
during fiscal year 1958 all of the money previously obligated for it was deobli- 
gated except the $19,000 which had been expended for the Parsons adviser and 
the $190,000 for the amended Berg contract. Of the latter, $45,000 had actually 


been expended as of September 30, 1957. Of this, $43,000 was billed for services 
prior to April 7, 1958. 


Dr. Morean. Do you want to make a brief statement on the back- 
ground of the Pakistan grain storage problem ? 


STATEMENT OF JOHN 0. BELL, REGIONAL DIRECTOR, NEAR EAST 


AND SOUTH ASIA OPERATIONS, INTERNATIONAL COOPERATION 
ADMINISTRATION 


Mr. Bewx. Well, Mr. Chairman, I might speak briefly to the points 
which led to the idea that this would be a good thing to do. 

As you may remember, the Congress, I think in 1954, enacted a law 
known as Public Law 77, which provided for furnishing a very sub- 
stantial amount of wheat to Pakistan. I think the legislation per- 
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mitted up to a million tons of wheat to be provided in order to relieve 
a famine situation which appeared in that country. 

The experience under that law showed that when the wheat from 
the United States began to flow, there was a substantial amount of 
wheat that began to come out of hiding, more or less. The Pakistan 
Government at the point of a little over 600,000 tons delivery said, 
“We have enough and it is not necessary to provide the balance.” 

This I cite because it indicated both to the Pakistan Government 
and to ourselves the importance of supplying wheat. If the people 
knew there was wheat available you would have much less in the 
way of speculation and hoarding. To have wheat available, how- 
ever, meant that you had to have adequate facilities for storing it 
and for handling its receipt. 

This is sort of general background, but based partly on these con- 
siderations and partly because the Pakistan Government wanted to 
have additional facilities for storing the grain, we were moved to 
enter into an agreement under which originally the intention was to 
provide 3 silos, 1 in Karachi, at the capital, 1 at Chittagong in East 
Pakistan, and the third in Lyallpur, in the interior of West Dahichn. 

This was an agreement which was reached in 1954, in April. 

There was a history following that, going up through the middle 
of 1955, involving the obtaining of engineering specifications for 
erecting some silos which became the subject of a good deal of con- 
troversy and also the subject of an inquiry, I believe, by the Sub- 
committee on Government Operations, leading Mr. Stassen, who was 
then the Director of the predecessor of ICA, to say in the spring of 
1955, or thereabouts, “We had better throw these bids out, since there 
seems to be doubt about a possible conflict of interest, and start over 
again.” 

So essentially we had lost a great deal of time as a result of that un- 
fortunate situation. It was then determined, in starting over again, 
that we would begin with a new contractor and proceed from there. 

The history of this project since then has been one of constant effort 
to move forward with it, but it must be said that at this point we still 
don’t have any storage facilities constructed. We have a more or less 
chronological account of what has taken place submitted to you. I 
think it reflects a set of problems which are common to a lot of projects 
which we have had in this country and other countries. 

I might just mention briefly a few of those problems which confront 
us and which are common. 

First, I would say there is the problem of the actual technical engi- 
neering work itself, which has to be done. This is not always simple. 

Second, there is a problem of the coordination of the various gov- 
ernment departments in the foreign country which may be concerned, 
or the achieving of cooperation between them. For example, in this 
particular project, there is a problem of cooperation between the 
Karachi port trust, which operates the quay at which the silo will be 
stationed, and the Ministry of Food, which will manage the silo. The 
Pakistan Government even more than our own, has difficulty with co- 
ordination among ministries. 

Thirdly, there is the problem of the time it takes to communicate 
between here and there. A more detailed chronology of this project 
would show that there tends to be a steady interval of 1 month between 
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communication out and reply back. This is really fairly fast, given 
the fact that mail takes on the average of 10 to 15 days from Washing- 
ton to Karachi, and equal time back. 

The problem also is one, when you talk about the Chittagong end 
of this project, involving another communication difficulty between 
Karachi and Chittagong, which takes almost as long as it does from 
Karachi to Washington. 

A fourth factor is the fact that personnel does not stay constant, 
that we have personnel changing here, personnel changing there. 
Each new man gets inspired with the desire to be sure that what he 
has inherited is a sound proposition, and this tends to have a delaying 
effect. 

These factors are common, I say, to almost any kind of project. 
They are no more accentuated here, I don’t suppose, than they are in 
several others but they have had a bearing upon the progress, or 
relative lack of progress, whichever way you look at it, in this project. 

Dr. Morean. Mr. Bell, you were the chief of the ICA mission in 
Pakistan. What years were you there? 

Mr. Bet. I arrived in June 1955 and left in June 1957. 

Dr. Morcan. What was the status of this project when you first ar- 
rived there? 

Mr. Bett. I arrived very shortly after Mr. Stassen decided to throw 
everything out and start over. 

Dr. Morean. You think there has been further delay since you first 

arrived as the ICA mission head? You were there in 1957 and we 
don’ t have any storage facilities yet. 

Mr. Bex. That is right. 

Dr. Morean. Could you brief us a little bit on the controversy, in 
closing, between the steel and concrete types of storage facilities? 

Mr. Bei. Yes. I think it is fair to say this: that the concept of 
steel was introduced initially by the first technician who ever looked at 
this, and the agreements which were signed called for making steel 
grain elevators. I think this was inserted primarily, because this is 
what the technician had first said. When Mr. Berg came out to Pakis- 
tan and started his inquiry into the project, that is, began his engi- 
neering survey, he came and talked to me and said that he wondered 
whether he was confined to considering steel, because it had seemed 
to him that there was a possible alternative in the form of concrete, 
which might prove to be more satisfactory. I told him that I thought 
he should make the technical recommendation on the grounds he 
thought most suitable, and that he shouldn’t feel confined to recom- 
mend steel, if he felt that concrete was a more desirable thing from a 
technical point of view. He was a little concerned about this, never- 
theless. because his contract said, “Provide engineering for steel ele- 
vators.” 

He then produced a rough draft, I suppose you would eall it—TI 
think he called it a proof copy—of a report, and in that report he con- 
trasted steel and concrete as alternative solutions to the problem. As 
nearly as I can recall, the concrete offered some advantages in having 
a lower foreign exchange cost, a somewhat higher rupee cost, which 
meant that we would pay less if it were concrete and the Pakistan 
would pay more. 
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The other advantage of concrete was to the extent the Pakistanis 
proceeded with additional grain storage, this effect of lower foreign 
exchange cost, greater local currency cost would be multiplied. 

Mr. Berg’ s proof report was distributed by him to both the Pakistan 
Government and to the agency in Washington, and the Pakistan Gov- 
ernment reading this decided that it preferred to have concrete. 
They thought that the advantages cited by Mr. Berg, easier con- 
struction, and that they technically could handle concrete better, made 
it desirable to have this concrete. 

The mission, myself, thought so as well, and recommended this to 
Washington. Washington was somewhat slow, I would say, to accept 
this position, for what reasons I am not sure, other than perhaps two: 
One, the fact of the contract having said steel, second, the desire on 
the part of the technical services in Washington to assure themselves 
that Mr. Berg’s findings were in fact sound. I believe that they 
did have Mr. Berg’s report reviewed in turn by the Tudor Engineer- 
ing Co. on this point. At any rate, the ultimate decision was that 
it would be concrete. Nevertheless, the fact of this issue was one more 
factor in delaying our going forward with the project. 

Dr. Morcan. Is that the only reason you could cite that would 

cause such a long delay? I understand the contract with Mr. Berg 
had expired and it was necessary to renew the contract with him for 
2 more years. 

It seems to me that. this argument of whether it should be steel or 
concrete took an awfully long time. 

Mr. Bex. I wouldn’t say that is the only problem, or the only 
reason for any delay. I think that the reasons for delay also include 
the general factors which I cited, of how long it takes to get a meeting 
of the minds. There was this issue as I mentioned. There was 
another factor: Mr. Berg made his preliminary report. He said, “I 
can’t really tell what the total cost of either of these two grain eleva- 
tors will be, or would be, until we know more about the foundation,” 
and he recommended that there should be borings taken at the founda- 
tion sites in order to determine what depth of foundation or what 
kind of substructure for the elevator would have to be put in. This 
we had not provided for in our financing and we went to the Pakistan 
Government and said, “You ought to get this done.” They said, 
“Fine, we will,” but their Government, like our Government, moves 
ponderously sometimes. They got a contractor of their own to do 
some borings at Karachi, which came along after awhile. It was 
much longer getting borings at Chittagong. As these were received 
Mr. Berg had to make some additional calculations as to what the 
foundations would be. These don’t sound even to me very significant, 
but they do take an awful lot of time. To get the Pakistan Govern- 
ment, for example, to get the required boring, you had to get the 
Ministry of Food convinced, the Ministry of Public Works, and the 
Ministry of Finance all to agree and get the necessary papers written. 
Tt does take a long time to do. 

Dr. Morean. Did the Pakistan Government assign a very high pri- 
ority to this project, Mr. Bell? 

Mr. Brun. They say so. They say so, and I think in fact do. One 
of the problems you have in Pakistan is that there is an awful gap 
between intentions and performance. It is really quite remarkable. 
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You have individual ministries which are usually—I am talking about 
prior to the recent coup—since the recent coup it may be somewhat 
different but under the previous system of government, ministries were 
characteristically headed by ministers, political appointees who had 
little or no interest in their ministry at all. One serious minister was 
the finance minister. As a rule ministries were left to be run by the 
civil service, the permanent secretaries of the departments, each of 
whom was sort of in agreement with each other that you didn’t do any- 
thing to disturb the balance of power. 

The Prime Minister operated with no staff to speak of at all. He 
had maybe half a dozen young fellows who hovered about him, but 
nothing like an executive staff to manage coordination between de- 
par tments at all. 

The Finance Minister was able to accomplish something in the way 
of coordination, so far as budget planning and fiscal outlays were 
concerned, but there was virtually no mechanism which could force 
a pace faster than, say, agriculture and public works could agree. 
There was no way to do it, so even things the Pakistan Government 
wanted to do or an element in the Government wanted to do, it was 
not capable and is not capable of doing very rapidly. 

Dr. Morcan. Mr. Bell, as former mission chief of ICA, do you 
think we have made any progress whatsoever in Pakistan in any of 
our projects? 

Mr. Brix. Yes, I would say so. I think that your rate of progress 
is always disappointing, more disappointing, probably to a mission 
director than anybody else, because you have high hopes and you re: ally 
see the need for some of these things being done, and it is a great 
disappointment to you when they move as slowly as they do, but I 
certainly think that we have made forward movement. You have to 
say about the Pakistan program as a whole that the bulk of funds 
which have gone into Pakistan have necessarily gone for essentially 
keeping the economy afloat, rather than for achieving very much 
forward progress. 

This has been essentially the result of, on the one hand, the inability 
of the country to increase its agricultural production to the point of 
feeding itself, and on the other hand, the unfortunate situation in 
terms of fluctuations in terms of trade for an economy which is 
essentially dependent on two exports, one being cotton and the other 
being jute. They simply haven’t been able to earn enough to pay for 
what they have to have to keep alive, and in fact the terms of the trade 
shift were such that they had to work roughly 20 percent harder to 
stay where they were in terms of capacity to pay for imports. 

Nevertheless, with even a small amount of the aid going into prog- 
ress, I think there has been some. I think we have made considerable 
progress in a number of fields. I think we have moved some distance 
on grain storage, even though it is not as far or as fast as I would 
like. 

Dr. Morean. Mr. Bell, has Mr. Berg submitted his final studies and 
specifications on this grain storage ? 

Mr. Bex. I have not seen them. The last report I had was for- 

warding them to the Government of Pakistan as of the 24th of No- 
vember. 
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Dr. Morcaan. Mr. Bell, it has been decided by the ICA that the 
building of these facilities should be transferred to the Development 
Loan Fund ¢ 

Mr. Bett. Yes. This goes back really to the time when the De- 
velopment Loan Fund was proposed. Prior to that, the financing 
which the United States Government was providing for any kin 
of development project in Pakistan was coming out of defense support. 
This was the year before last presentation and we were instructed to 
review our defense-support calculations and to identify and isolate 
and subtract from them, any amounts which were for projects for 
development which might be susceptible of financing by the Develop- 
ment Loan Fund. This was the basic decision that applied to almost 
every project in Pakistan, not just the grain storage one. 

Dr. Morean. Mr. Bell, according to this table we have here, total 
obligations for this particular grain eee during the period 


between 1953 and 1958 was $1,540,000, and in 1958 $1,331,000 was 
deobligated. 


Mr. Bex. Yes. 

Dr. Morcan. What happens to that money now ? 

Mr. Bexu. Well, I am hesitating because I am not certain—maybe 
Mr. Gulick will be able to tell me—I am not certain what happened 
to this particular money. Do you know, Mr. Gulick? 


STATEMENT OF CLARENCE S. GULICK, CHIEF, SOUTH ASIA DIVI- 
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Mr. Guticx. I am not certain it is identifiable. 

(The following was subsequently submitted for the record :) 

Deobligations from this and other projects were reobligated for other purposes. 
It is not possible to specify use of the individual deobligation. 

Mr. Bet. The possibilities include deobligation and reobligation or 
deobligation and return to Treasury, depending on whether the Ad- 
ministrator decides that there was a valid requirement for reobligating 
the funds to meet the requirements. 

Dr. Morean. Thank you, Mr. Bell. 

Mr. Chiperfield. 

Mr. Curperrietp. Thank you, Mr. Chairman. 

You have answered some of the questions that I had anticipated 
asking. I wanted to find out the present status of the project. 

As I understand you, you say that you thought the specifications 
were being forwarded to Pakistan, and that they would be there 
around the 24th of November? 

Mr. Betx. Our record indicates this, Mr. Chiperfield: I know Mr. 
Berg is here and perhaps he will be able to give you a firmer answer. 
Our record indicates that there was a telephone conversation between 
an ICA Industry Division employee and Mr. Berg on or about the 25th 
of November, at which time Mr. Berg said that a part of the specifi- 
cations and drawings were being shipped on the 24th, and that the 
balance would be shipped later that same week. That is the last thing 
T have. 

Mr. Curperrretp. When the specifications arrive, who passes on 
them ¢ 
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Mr. Betu. Well, the first question will be, presumably, whether or 
not the Pakistan Government accepts these specifications. 

Mr. CHIPERFIELD. The Pakistan Government has to accept them. 

Mr. Betz. That is right. 

Mr. CHIPERFIELD. Will the mission consider them ? 

Mr. Bru. The mission will undoubtedly look at them. Whether 
mission will have capacity to say whether they are good or bad, I 
doubt. If they had, I doubt whether they would have hired Mr. Berg 
in the first place. 

Mr. CuiperrievD. If the Pakistan Government accepts them then 
they will be ready to be presented for bids ¢ 

Mr. Bey. Yes. That is the supposition. 

Mr. CHrPerFIeLD. Do you anticipate any delay, except approval 
and acceptance then of them by the Pakistan Government, of these 
specifications ? 

Mr. Bexu. I know of no particular reason for any delay, Mr. Chiper- 
field. Ihave been burned on expectations so much I would hesitate to 
make a flat prediction. 

Mr. CurpeerFietp. The fact the Development Loan Fund comes into 
the picture probably wouldn’t change the situation so far as accept- 
ance of specifications. 

Mr. Breutz. No. I wouldn’t think so. I would assume the De- 
velopment Loan Fund would in this case, as it has in some others, 

regard Mr. Berg’s work as the kind of engineering specs they would 
want and Picket to finance it or not finance it. 

Mr. Cuirrrrimevp. If they accept this work of Mr. Berg, the De- 
velopment Loan Fund is just a method of financing it rather than 
through ICA ? 

Mr. Betz. That is true, although I would point out the Develop- 
ment Loan Fund is under no commitment to finance it. There is no 
commitment to do so. 

Mr. CutrrrFietp. I imagine they would want to know something 
about the success of a program before they would want to obligate 
their funds just like you people in ICA would do the same way. 

Mr. Bert. That is right. 

Mr. Cuieerrietp. Did I understand that in Pakistan there are more 
commodity programs than development programs ? 

Mr. Bex. In Pakistan, yes. 

Mr. CHIPERFIELD. Do you feel too many projects have been set up 
in Pakistan without enough concentration on a few ? 

Mr. Bett. I certainly do. I think I have always felt this, and I 
think most people who have looked at it have the same view. We are 
talking about a mixture of all kinds of projects here, technical as- 
sistance, and development as well. I think it is fair to say this had its 
origin in what you might describe as overenthusiastic point 4 be- 
ginnings, in which the criterion tended to be anything in which peo- 
ple were interested in cooperating was worth while doing as a proj- 
ect, without having thought through what the ultimate administra- 
tive burden, to say nothing of the financial cost of this activity, would 
be, although I would stress the administrative burden more. 

The result w as, | know when I came to Pakistan we had a number 
of projects—the exact number I can’t remember—but it was some- 
where between 60 and 75 different projects in some 14 different fields 
of activity, which is a terrible strain on executive management, I 
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might say. The Pakistan Government, particularly the Finance Min- 
ister, had more or less the same reaction toward this. I had been 
working on him for some time saying “Let’s try to concentrate on fewer 
things and do them better,” because it takes just as much work for 
one little teeny one as it does for a big one. The same amount of 
paper has to flow and the same number of signatures obtained. 

Mr. Cutrerrretp. Can you tell us, Mr. Bell, “what the percentage is 
of projects _ have been completed ? 

Mr. Betx. I don’t know if I could give you any percentage on the 
projects that have been completed, but I know it would be extremely 
low. You have to say with that, to make the answer fair, that a 
great many of these projects are of a nature, I mean particularly tech- 
nical assistance projects are of a nature where it is very difficult to find 
a beginning or ending. If you are talking for example, about aid in 
education or improvement of curricula, the most difficult thing in the 
world is for a technician to say, “Now we have reached a point where 
you don’t need to do any more, * because there is always more to be done. 

In other kinds of projects, take one like the project at Karnafuli 
for a large hydroelectric dam, this you can say is done when it is 
finished, but a great many technical assistance projects are essentially 
of their nature long-term and if they aren’t continued on a long term 
you are better off not to start them. 

Mr. Currerrtetp. Mr. Bell, are you going to testify tomorrow, or 
some time, on this irrigation project? 

Mr. Bex. Yes. 

Mr. Curperrretp. I guess there is no reason to go into that this 
afternoon. 

I believe that is all, Mr. Chairman. 

Dr. Morean. Mr. Carnahan ? 

Mr. Carnanan. This project originated back in 1952, or maybe in 
1951; is that correct? 

Mr. Betx. 1954. 

Mr. Carnanan. Were there not some funds obligated in 1952 for 
storage of food and grains in Pakistan ? 

Mr. Bett. It is a different project. I believe there was a project 
in 1952, but this particular project we have been discussing essentially 
became a project for terminal facilities at ports, the handling and 
storage of grain at ports. I think the project, or the work in 1952, 
was in all probability the general question of storage of grain inland. 

Mr. Guricx. There is another thing involved here, and that is in 
1952 they obligated a substantial block of money under the general 
assistance agreement and some of that money was later charged against 
this project and therefore it shows up on the record of 1952 funds 
against this project, but the beginning of the project was the project 
agreement of April 29, 1954. 

Mr. Carnanan. The reason I am asking is, it seemed there was some 
notion of the need of some type of storage back in 1952, even origi- 
nating maybe in 1951, and with an idea that grain storage was needed 
it was decided to build sheds and store the grain in bags. 

Mr. Betu. Which they have done in many places, and it is quite 
useful in certain areas. 

T think it is fair to say that the mission, I think the first technical 
assistance mission in Pakistan was in 1952, and the whole system of 
project agreements is a very different thing from what it is today. 
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These agreements were characteristically extremely broad and general, 
with more outlines of areas for exploration as to what one might do 
than in any sense specific project agreements. ‘There is one in par- 
ticular I remember that I always cited to people in Karachi as the 
kind of thing you ought not to do. This was project No. 20, which 
provided $300,000 in a lump sum for doing practically everything one 
could imagine in the Baluchistan States Union from subterranean 
irrigation, roads erosion, and whatnot. The main fact was they 
knew something should be done but didn’t know what. They wrote 
an agreement that would be broad enough to cover anything subse- 
quently that would be sensible. I think this was characteristic of 
most agreements and most fund earmarking in those early years. It 
was not the case for the last several years. This I believe is where 
some money came from that was subsequently attributed to this proj- 
ect, but the birth of this project has a concrete specific date of 1954. 

Mr. Carnanan. As an idea calling for grain storage or elevators? 

Mr. Betu. At ports, which is what makes it complicated. It is a 
more complicated structure by virtue of the fact that its function is to 
unload ships and load into railroad cars and store grain as well as 
just being a repository for storage. 

Mr. CarnaHan. Nothing was done under those earlier obligations 
of funds for the building of sheds, then ? 

Mr. Brtu. I do not believe that there were any funds expended for 
shed construction although I know the Pakistan Government did do 
some shed construction. I believe they financed it themselves. There 
is a place called Landhi about 10 miles east of Karachi, which many 
people coming out there have seen, a very well done shed storage with 
grain in sacks, but this is not very useful at port. It costs you some- 
thing like I think $1,500 a day for every day the ship is in port being 
unloaded. We have had a lot of experience in unloading wheat in 
Karachi, because we have done so much not only with the big Public 
Law 77 that I mentioned earlier, but also there have been some Public 
Law 480 sales in that country. The port itself is not really large 
enough to accommodate the traffic that comes in there. Any delay in 
unloading ships becomes very expensive. 

Mr. CarnaHwan. In the project agreement that was signed fairly 
early in 1954, how much planning was given to the idea that led to 
this project agreement which called for the construction of grain 
elevators? 

Mr. Betz. Not alot. I think it is fair to say that—this goes really 
to the question of a technique of how you handle these things. I think 
the truth of the matter is that they didn’t really have any idea at all 
what the elevators would cost at that time, that they thought there 
was a need and they had so much money available, they simply ear- 
marked it and said “Let’s get the engineers out here.” This is contrary 
to the kind of procedure we now are following, and which is more or 
less now officially required by section 517 of the act of last year. 

Mr. Carnanan. Evidently in about 2 months after the signing of 
the project agreement, an invitation for bids was given out? 

Mr. Bett. No. The project agreement was concluded in April 
1954. 
Mr. Carnanan. April 29. Is that the date? 
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Mr. Bett. April 29. Prior to that, Mr. Harvey Boss, who is a grain 
storage adviser working for ICA, was sent from Turkey. He arrived 
in Karachi in 1954 and he submitted a report. Then, in April 1954, 
there was a task order on the Parsons Co. to provide an engineer who 
would go out and work on it, and they were given a further order in 
October to come to Washington and consult with regard to the speci- 
fications which they had evolved, so that there weren't really any bids 
let out at all at that time. 

Mr. Gutickx. What they did was, they asked private companies. 
They got five proposals which were in response not to detailed speci- 
fications, but to proposals for doing or accomplishing the purpose 
they wanted to accomplish. That is what it amounted to. They 
didn’t have proposals. They weren’t bids in the sense of being bids 
in response to precise specifications, but there were proposals by 
manufacturers of this kind of metal storage thing. 

Mr. Carnauan. That was an invitation to bid for construction of 
grain elevators. This invitation was issued in Karachi? 

Mr. Guuick. I believe so. 

Mr. Carnanan. And when? 

Mr. Gutick. 1954. 

Mr. CarnaHuan. What month? It was April 29 that the project 
agreement was signed. We established that date. I was wondering 
when these invitations to bid were issued in Karachi. I have a date 
suggested here of June 26. Is that correct? 

Mr. Betx. I am not certain, Mr. Carnahan. I will attempt to 
verify it for you. I am frank to say we have not gone very far be- 
hind the 1955 history on this thing, since it had been investigated 
before, but we would be glad to get that for you. 

(The following information was subsequently submitted for the 
record :) 


Invitation was published in FOA Small Business Circular July 22, 1954; 
closing date was August 23, 1954. 

Mr. Carnauan. This invitation to submit bids for the construction 
of elevators must have been rather indefinite. 

Mr. Betu. That is correct, indefinite and undesirable. 

Mr. Carnauan. It was not known whether they were going to be 
steel bins, or concrete bins, or what. 

Mr. Bett. I think they generally proposed they be steel bins, but 
that it was something on which a comparative and competitive bid- 
ding could take place would be a gross exaggeration. This was one 
of the reasons the whole thing was thrown out subsequently. 

Mr. Carnauan. Is there any particular reason why, for so long a 
time, ICA seemed to insist that the storage bins ought to be of steel. 

Mr. Bet. I know of no particular reason, Mr. Carnahan, other 
than the ones I have suggested, the fact that this had been the 
way it started, and there was some reluctance on the part of the tech- 
nical services in the agency to change it without being sure that the 
recommendations made by Mr. Berg to that effect were sound ones. 

I suspect, without knowing, that that reluctance was heightened by 
the knowledge that in the previous altercation or turbulence surround- 
ing this project a great many steel manufacturers knew there was to be 
a project for grain elevators and the agency presumably might have 








180 MUTUAL SECURITY PROGRAM 


been reluctant to disappoint them as possible bidders without being sure 
they were in a sound position so to do. 

This is the only explanation I can give you, because I was sitting in 
Karachi trying to get the answer, wondering myself why it took so 
long. Could you elaborate on that ? 
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Mr. Cramer. I will try. It may be a little unusual at this time, but 
in the beginning the idea of steel was for speed. That was the reason 
the steel bins were to be part of the structure. The original difficulty 
to which you referred, Mr. Carnahan, was the fact that the invitation 
for bids left a little bit to be desired as being completely clear. When 
the bids did come in they were considered to be not fully responsive. 
As I recall, this is what led to the fact that the high bidder was chosen 
as being the most responsive and this is what started all of the com- 
motion of the investigation at that time. 

Mr. Carnanan. What do you imply in being responsive ? 

Mr. Bet. By responsive, one ordinarily thinks of the fact they have 
presented in their proposal exactly what has been asked for, rather 
than presenting alternate structures. I was not a party to it at the 
time, but the files did at least divulge that to me. 

‘ Mr. Carnauan. It seems there was not anything very definite asked 
or. 

Mr. Betx. I would not say that was quite the case. 

Mr. CarnawAn. There was storage for a certain amount of grain. 

Mr. Cramer. Yes, and steel. There is the possibility that some of 
the invitation may have been couched in the Sanatnens of customs of 
grain storage depending on the supplier to follow his own company 
tradition. This I am not sure of, but it is a possibility. 

Mr. Carnanan. You referred to the fact that part of the reluctance 
vas prompted because of the technical services in ICA. It seems they 
had not arrived at anything very definite on technical services, so there 
was not too much on which to stand. 

Mr. Betx. There was a history of 3 years, people were thinking 
about steel, there had been a history of steel, there had been a con- 
gressional investigation of this project. To shift from steel to some- 
thing else was a step technical services, I assume, felt they should be in 
a position to justify beyond a shadow of a doubt more than they might 
in another case. This is my assumption as to why we were solong. All 
I know is I was arguing as vigorously as I could for concrete. From a 
distance of 10,000 miles away, it is hard to know what was preoccupy- 
ing the people who had to respond. 

Mr. Oates iaease The last plans of ICA were for the construction of 
concrete bins? 

Mr. Betz. That is correct. 

Mr. CarnAHAN. That isall, Mr. Chairman. 

Dr. Morgan. Mr. Merrow. 

Mr. Merrow. Thank you, Mr. Chairman. 

Mr. Bell, you stated you think too many projects were undertaken 
in Pakistan. Dothe Pakistanis feel the same way ? 

Mr. Bett. I have more to say on that and I am glad for the oppor- 
tunity. Pakistanis do in principle, but it is very difficult when you get 
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specific. I remember when Dr. Lewis Webster Jones came out to 
Pakistan for the Senate committee and we had discussion about were 
there too many projects. I was saying there were. We had luncheon 
with the Finance Minister with Dr. Jones. The Finance Minister said, 

too, that he thought there were too many and we really ought to 
concentrate. This was my golden opportunity. He was now sold. 
I gave him a letter that day saying, “Please identify which projects we 
can eliminate and I will send the people home tomorrow.” After 
3 weeks, I got a letter back saying, “I guess we really cannot identify 
any right now.” 

The problem is, of course, not just the will; it is not that simple. 
You can illustrate it like this. We had a project for a soil mechanics 
laboratory, nota very big project. In retrospect, looking at it, I would 
say it was not a very high priority activity and if you were starting, 
you could eliminate this as adding to your workload and not really 
making a major contribution to economic development. 

At the time we considered should we terminate this, the situation 
was that we had spent $100,000 or so for equipment. The Pakistan 
Government had spent $100,000 or so for a building. What remained 
to be done to complete the project was to have a technician come and 
some trainees provided to be trained in how to do this work. 

The issue then becomes: Do you throw away the $200,000 you have 
already spent, or do you spend a little more and hope to make some- 
thing out of it, even though it is some activity if you were starting 
fresh you would not have started in the first place. That is the kind 
of problem you get into. 

F urthermore, the Finance Minister notwithstanding, he may think 
in a given case that project X of the Agriculture Department is of low 
priority and ought to be stopped, but the Agriculture Department will 
fight like mad to keep that project in. In other words, it is an awful 
lot easier to start them than it is to stop them. 

What I tried to do was confine the increase, at least, not to add any 
unless we knocked off some. I think we did not add any that we did 
not match by knocking off some. Mr. Killen has been trying to do the 
same thing. Our hope is that with the new government in Pakistan 
and the hope that that gives for being able to get positive action we 
may be able to get a concentration and overruling of bureaucratic 
interest and get a greater concentration of activity. This is our aspira- 
tion and looks more hopeful than it has in the past. 

Mr. Merrow. Then you have not eliminated any ? 

Mr. Bent. We have cut some out. Nota great number. I hesitate 
to answer because I am not certain of the number, but I think perhaps 
half a dozen. 

Mr. Merrow. How many were there? 

Mr. Bexu. This is out of 65 or so. 

Mr. Merrow. What was the reason for this number of projects in 
the beginning? Was every idea developed into a project ? 

Mr. Bexu. Just about. Bear in mind the Pakistan program began 
as a point 4 program, not an economic-aid program at all. How dif- 
ferent this was from other point 4 programs I do not know. I was 
working in Europe at the time. I remember looking at the list, and 
I was appalled. There was a project for everything; for example, a 
project for something called fenestration surgery. This was a project 
for bringing an ear “doctor to the United States for training. This 
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is a nice thing. If this were the only thing we did, it would not be 
any great headache to do. It is the mass of it that begins to create 
administrative difficulty. You get beyond your scope of effective man- 
agement, multiply the ‘problems in Washington. 1 think we have to 
strive to complete what we cannot terminate and concentrate more in 
the future. 

This is not an individual idea; this is the agency’s idea as well; but 
it is a lot easier to say than it is to do. 

Mr. Carnanan. Do you have any projects in Pakistan at this time 
that have not progressed any within the last year? 

Mr. Bex. I find it very difficult to answer that question. As I have 
not kept precise track of the progress of all the projects in Pakistan 
during the last year, I do not know of any which have—the only one 
I recall that is one of those you also have on your list to inquire into, 
the civil aviation project. This is not to say there might not: be others. 
I do not know. 

Mr. Merrow. You mentioned the difficulty involved in eliminating 
a project. Do you have in your own mind a list of projects that could 
be eliminated without hurting the economy of Pakistan, or without 
hurting our relations with Pakistan, and, at the same time, that might 
be beneficial to both countries ? 

Mr. Betx. Yes: I did. I preface what I am going to say by saying 
the present mission director does not agree with me. I had felt that 
we have 6 college contracts in Pakistan ‘and I had personally felt that 
5 of those could be terminated, or, at least, not extended. They had 
3 yearstorun. I thought 5 of them should be not extended. 

Mr. Killen, my successor, had the same view initially, but when the 
time came he and the Pakistan Government both seemed to have de- 
veloped a greater appreciation of the value of these projects and a 
greater confidence in their success than I had had. 

Mr. Carnanan. Are each of the college projects considered an indi- 
vidual project, among the 65 ¢ 

Mr. Betz. Yes. I said six. The one I would except was the 
contract with the University - Pennsylvania for a school of public 
and business administration. I do not except it because Pennsyl- 

vania was any better per se than the other colleges, but because the 
receptivity was so different for that project than in the others. In 
the one case, the Pennsylvania case, we were adding something new 
that did not involve change in the sense of doing something differ- 
ently than they had in the past, but adding something new to what 
they were doing. This they welcomed and got cooperation on. 

You get into one like Washington State trying to effect change 
in method of teaching, change in curriculums, change in emphasis, 
then your cooperation begins to suffer. 

Mr. Mrrrow. You mentioned the assistance in Pakistan has helped 
theeconomy of the country. I wonder if you would elaborate, because 
it would seem from these criticisms there has been some waste of 
funds in Pakistan. Just what have we accomplished ? 

Mr. Betz. I suppose the first thing you have accomplished, I sup- 
pose you have to say, is you kept them alive. Without our assistance 
I am sure that would not have happened. 

I would say that you have not made great progress in develop- 
ment, although there has been some. I do not think one can say 
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so much funds have been wasted as one can say that it is easy in 
retrospect to imagine more effective utilization, as is always the case. 
You can always look back and say, “I could have done it better if I 
knew then what I know now.” 

Mr. Merrow. What effect has the military program had on the 
economic development of the country, if any ? 

Mr. Bei. The military program in Pakistan—I am talking now 
about Pakistan’s own outlays for the military portion of the Pakistan 
budget—is a very heavy expense. It takes 69 percent of the revenue, 
her own revenue. It takes 35 percent of their total budget. Never- 
theless, in terms of the size of Pakistan, it is a relatively small army, 
primarily an army. Pakistan is a country of better than 80 million 
people. Its army is 200,000. This is, roughly, a fourth the size of 
the Greek Army, which has a tenth the number of people. Every- 
thing is relative. Pakistan is one case where the size of the military 
forces is less than the Pakistanis would like and which we have con- 
stantly sought, both our military and our economic people, civil 
people, to get the Pakistanis to take a balanced view of their military 
requirements. 

( Discussion off the record.) 

Mr. Bei. To the degree that you are spending a very heavy part 
of your budget on the military program, obviously it does prevent 
that amount of money being put onto economic development. 

On the other hand, I would say that the greatest limitation, or a 
limitation in Pakistan equally great with the limitation on resources 
of a physical nature, is the limitation on skilled people; the capacity 
to manage resources is very limited in this country. 

Mr. Merrow. Now, to return to the grain elevators, do the Paki- 
stanis give a high priority to this program ? 

Mr. Betu. The chairman asked this question. I have to answer it 
that they say they do. They say they do. I believe they think they 
are giving a high priority to it. 

Mr. Merrow. Did they seem to be concerned about the slowness with 
which it has developed? Have they made representation that it is 
not moving fast enough ? 

Mr. Betu. They have been concerned about it, this is true. I think 
they were quite concerned until we got Mr. Berg out there. Since 
Mr. Berg has been there and has been working, I would say that it is 
pretty even as to which side is the cause of the delays. In other words, 
there have been issues on their side as well as on our side. They were 
concerned when we had the delay about whether it was to be concrete 
or not. On the other hand, we were concerned when there was delay 
in getting the foundation borings that I mentioned, which was their 
delay. There is delay on both sides. I would say that this is to some 
degree inevitable in the process of trying to work between two govern- 
ments in a project of this complexity. 

Mr. Merrow. You mentioned the fact that they are storing grain 
in various facilities around the country already. How adequate are 
those ? 

Mr. Bet. They are not adequate at all, in my opinion. We figure 
that they ought to have storage for roughly one-third of a year’s 
requirement. 

Mr. Merrow. That is storage chiefly for imports? 
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Mr. Bruu. No, not entirely for imports at all. There is no reason— 
well, there is a reason, but Pakistan ought to be able to grow enough 
grain to feed itself, but to prevent price fluctuations it 1s important 
to have a reserve and to have a reserve where people can see it and 
know it is there, visible evidence that there is no point in hoarding 
because the Government has the wheat to distribute. 

Mr. Merrow. You say the funds obligated are $209,000 and to date 
$59,000 has been spent? Is that for plans drawn up over the years and 
on Mr. Ber @’s work at the present time ? 

Mr. Bett. Mr. Berg and the predecessor engineer whose work was 
thrown out, $18,500, I believe. 

Mr. Merrow. By the time the Berg report is in, will most of that 
$209,000 be used up ? 

Mr. Bex. Do you have an estimate on how much it will be? 

Mr. Guuick. There is a limitation of $190,000 in the Berg contract. 

Mr. Beuu. This was the estimate of what it would cost to finish 
that work. 

Mr. Merrow. Asa general principle, this thing started several years 
ago; it has been drifting along. We had the Senate investigation 
and Mr. Berg was sent out. Now we are stil] talking about it—what 
should be the procedure if a project like this is accepted by both gov- 
ernments to make it move right and make it move more expeditiously ? 

Mr. Bex. This is a question I have not any real good answer for. 
I wish I did. Do you have? 

Mr. Cramer. I will try. 

Mr. Betu. I have been trying to find a good answer to this for my 
own information. 

Mr. Cramer. Basically, to move a project like this with reasonable 
speed, one needs an adequate background of good basic data. All too 
often in the countries in which we find ourselves dealing, basic data 
is the one thing that is sadly lacking. Such was the case here. Wit- 
ness the foundation drillings which were not accomplished readily 
and the drilling company wanted to drill one extra hole, a 100-footer. 
This had not been put in hischart of work todo. Therefore, he pulled 
his equipment off. We had to go through a period of several months 
to convince them the drilling company was right, the 100-foot hole 
was needed because the foundation material is very soft. Finally, the 
equipment was ordered back in and the 100-foot hole was drilled. 

Mr. Merrow. You had to convince the Pakistanis ? 

Mr. Cramer. Yes. 

Mr. Merrow. I was wondering who. 

Mr. Cramer. You have the idea of the cler k saying, “This is not in 
the prescription, therefore, we will not do it.” But the rationale of 
the drilling company was, “Our drilling findings show that although 
we have drilled a pattern of 50-foot and 75-foot holes, we should drill 
at least one 100-footer to verify because foundation exploration needs 
something better than a crystal-ball operation.” It is difficult. There 
is this bureaucratic approach which appears all too often and a reduc- 
tance to go ahead and take initiative. I was really trying to make 
the point of the lack of basic data. With basic data, with a meeting of 
the minds, and with one other ingredient which is often missing, a 
willingness to stand by the decision made originally rather than hav- 
ing a new person coming in, occupying a position of influence, and 
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suddenly finding the project has been changed and you are no longer 
working on the same project. That sometimes happens. 

Mr. Bexx. A real problem for us in this project and other projects 
is the constant turnover, both in the field and in Washington, of 
pose. It is a difficult problem, particularly in the field, because it is 

ard to get people who are willing to stay 5 years in one place, particu- 
larly unattractive places. Every time you change an individual tech- 
nician or a technician goes back here, you have a built-in delay because 
he will want to see if this corresponds to his judgment, and he gets a 
new idea. Even if this idea is sent in and rejected, you have time 
taken. The same thing happens here. 

Mr. Merrow. I realize it is a very real problem working, of course, 
in an underdeveloped area and in a new country with governments 
changing sonaianthe This makes it rather difficult. 

In view of those difficulties, do you think it is possible to develop 
some kind of a policy so that we can move ahead with the proper type 
of projects and so that these mistakes will not arise which result in 
a lot of criticism? Much of it is criticism, but this has a tendency 
to hurt the whole program which, overall, I think is correct in its 
philosophy. 

Mr. Bett. It is a very difficult question, Mr. Merrow, to which I 
do not have a nice, clear answer, I would say there are a lot of us 
trying to figure out how we can improve. My formula comes down 
to trying to reduce the number of things we are trying to do. 

I think it is a plain fact that technical services in ICA, which are 
largely responsible for seeing these projects executed, are sadly over- 
worked. We have fellows working on projects who have as many as 
50 they are trying to keep up with. It is an inhuman workload. 
This is not my section. I get very annoyed at them and fuss at them, 
but they are overworked, no question about it. 

Mr. CurrerFievp. Will the gentleman yield ? 

Mr. Merrow. Yes. 

Mr. CurrerFievp. Mr. Bell, how about getting into a project man- 
agement service at the beginning? If you don’t have officials in ICA 
or an advisory group that have sufficient background and experience 
on a particular project, you can go beyond ICA for — advisory 

roup and get some company that is experienced in that particular 
eld and have them go over your project, advise you at the time of 
the making of bids and making the specifications, and get started 
right. If you do that, will you not eliminate a lot of trouble for 
yourself ¢ 

Mr. Betu. You very well might. A similar suggestion to this has 
been made recently by Dr. Donald David, of the Harvard Graduate 
School, arguing for contracting with American companies to do some 
of this. 

Mr. CutrerFretp. We have considered several projects. We just 
got through taking testimony on a sawmill project in Formosa. The 
trouble was they did not have the right advice in the first place. Now 
they had to get a company for management service to make new 
specifications and make new surveys and go over the whole situa- 
tion. The trouble was we did not have that company or someone of 
similar experience in the beginning. If you would get that kind of 
334145913 
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experienced people to start working with people who are responsible 
for the specifications, would that not help? 

Mr. Betz. This can help. To take another case in Pakistan where 
we are doing something like this, that is the Karnafuli power dam. 

Mr. Cureerrretp. You will testify tomorrow on an irrigation proj- 
ect—are the pumps too large to be used in that irrigation district? 
Have you the right kind of powerplant, and so on? It seems to me 
you have to start with somebody to advise you with experience. 

Mr. Bex. If you will bear with me, I would like to mention the 
Karnafuli Dam, not because I disagree with your basic point, but 
to point out that even this does not always assure you. We had in 
the Karnafuli one tried to do this one exactly right. We hired a very 
fine American engineering firm to do a preliminary engineering study. 
That was the extent of our commitment. 

Then on the basis of their study we agreed to go ahead with this 
project. We have two contracts, one for engineering supervision, one 
for construction, with the engineering company being our agent to be 
sure the construction is done right. In other words, you have the best 
skill you can get, we thought. 

But these people make a mistake. They made a mistake in taking 
some data, some survey data which they got from the old Govern- 
ment of India survey as being accurate, and it was not accurate. Un- 
fortunately, the ground elevation was higher in fact than the survey 
indicated. The net effect of this is in order to get a head of water 
behind the dam sufficient to make the project economic, you flood back, 
your lake backfills and floods into India, creating an international 
problem for us. 

This is from one little data mistake in this case made when we 
had done, we thought, everything as perfectly as you can. . You cannot 
be sure of winning although I do not mean to disagree with your basic 
point. I think the Karnafuli project was done the right way. We 
could use this more. 

Mr. Merrow. You mentioned the difficulty in getting personnel. I 
think that is one of the difficulties with all these projects. Have you 
any suggestion as to what ought to be done so we can get better 
personnel ? 

Mr. Bett. I wish I knew. One answer which is frequently sug- 
gested is more pay. I am not at all sure this works. It might. Part 
of it is inherent in the nature of the activity. You are looking for a 
man, what you want generally is a man at the peak of his powers. 
You are asking him essentially to leave what he is doing and go abroad 
for what may be 2 years or 4 years, at the end of which he can go 
back to whatever he was doing. This is not very appealing to the 
successful type. It just is not. 

In the case of an engineer, this means taking 4 years out of his 
peak earning capacity. It means for a professional man losing contact. 
In some fields we can assure continuing employment, but not in all. 
You are not going to have a grain project going on from now on 
forever, for example. 

The consequence is you have some opportunities in retired people 
or people who are older. Here you get the question of physical capacity 
to stand the strain, of mental ability to adjust to the different kind 
of environment. You get alot of people who simply are at loose ends, 
who have not adjusted, who will apply. It is very difficult for the 
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agency to recruit people, very difficult. I wish I knew of a good 
answer to it. I would hke to know. | 

Mr. Merrow. That is all, Mr. Chairman. 

Dr. Morgan. Mr. Zablocki. ; 

Mr. Zasiocxt. I have just a comment on your analysis as to how 
we could get better personnel. Perhaps if we had fewer programs 
and utilized whatever good personnel we have on a few good programs 
rather than spreading ourselves as thin as we have over the entire 
world and filling these projects with personnel that is second rate, 
perhaps we would be better off. 

In our study missions we thought we should concentrate on a few 
programs rather than do too much with too few good people. 

Mr. Bett. I think that is probably right. I know that the agency 
has certainly been trying to recruit people, not just better people, but 
people. Even this is not successful. , 

Mr. Zastockt. Listening to your listing of the various hazards of 
these projects with the Sonal of United States personnel and the 
change in governments, I wonder if that does not weaken the argu- 
ment for long-range programs. You have these intermittent delays 
because of the change in United States personnel and change in for- 
eign governments. If we had short-range programs and have them 
completed in a shorter time, would that not be better ? 

Mr. Betu. I think it is something everybody would like, if you 
could just get all the problems to be oe of short-range solu- 
tion, but I do not know how to do that. Most of the difficulties you 
run up against, the things that need to be done are things that take 
a long time. They just do. There is very little that I can think of 
offhand in the way of really short-term projects that would be 
effective. 

Mr. Zasiocki. Would it not be good to have long-range planning 
and feasible short-range programs? 

Mr. Bruy. I think it would. I think if we were able to make 
longer-range plans with assurance of financing and with less compul- 
sion for meeting particular dates for obligation, we would be better 
off. I think the annual appropriation, while I do not argue for a 
minute that Congress ought not to have the right to review it, I think 
the annual appropriation cycle is an cena in trying to do 
sensible project assistance. 

Mr. Zasiockt. I have a specific question as to the food grain project 
in Pakistan. One and one-half million would be quite a large storage 
project. 

Mr. Betz. A million and a half is way less than this will cost. 

Mr. Zastockt. What will be the ultimate cost of the project? 

Mr. Brew. $4 million approximately. 

Mr. Zastockt. $4 million upon completion ? 

Mr. Betu. This is the present estimate. 

Mr. Zasiocks. That is a very conservative figure. Does Pakistan 
need that large a grain storage program ? 

Mr. Bretx. They are presently importing largely through these ports 
1 million tons a year of grain. 

Mr. Zasiocki. How does that compare with the facilities that would 
be available for a similar amount of tonnage in the United States or 
any other country ? 

{r. Betz. I do not know how it compares, 
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Mr. Zasrockt. A million tons seems to be a lot, but if it is over a 
— of a few months, I wonder if you need that large storage fa- 
e1lity. 

Mr. Bet. These are each 20,000-ton units, 2 shiploads. 

Mr. Zastocki. How much grain has spoiled due to the delay in 
proper storage ? 

Mr. Bex. There was some grain spoiled. 

Mr. Zaxnxockt. I recall that bags of grain were in streets, row after 
row, near the railroad station and port facilities, exposed to the 
weather. 

Mr. Bet. Yes, there was some loss. 

Mr. Zastockt. Exposed to the weather and to the vermin. 

Mr. Betz. This was out of that big Public Law 77 program. There 
was some spoilage but I do not have the exact figures with me. I could 
get them. Since then I do not think there has been any appreciable 
oss. What happened there is that by and large they did not have 
storage facilities and got caught with an unexpected rain. 

Mr. Zasiockt. They did not even have sheds. 

Mr. Betz. No. It is not supposed to rain there, and it happened 
to doso. . 

Mr. Zastockt. What effect will the large, modern storage facilities 
have on the surplus labor market at the ports in Pakistan ? 

Mr. Bett. I do not think it will have a material effect. It obviously 
will have some effect on the labor at the port there but not an ap- 
preciable amount. 

Mr. Zastockt. I presume modern storage facilities will have mod- 
ern loading and unloading facilities. 

Mr. Bex. That is right. It will eliminate that much labor of load- 
ing and unloading ships. 

Mr. Zastocki. Did the committee receive a breakdown as to what 
loading facilities are included in this project? 

Mr. Betu. I assume so. What is envisaged is a large elevator with 
a means of transport from ship to elevator and from elevator into 
presumably railroad cars. For bulk storage. 

Dr. Morean. Mr. Berg is going to testify next. 

Mr. Zasiockt. No further questions. 

Dr. Morean. Mr. Bell, I only have two further questions. Who 
engaged the services of Mr. Berg? 

Mr. Betu. He was selected in Washington. Do you know? 

Mr. Cramer. The selection of Mr. Berg’s name was arrived at ap- 
proximately as follows: Mr. Stassen, then Director of FOA, wanted 
to start afresh and he asked for nominations for capable engineers 
to undertake a design, of the president of General Mills, as I recall. 
When the list was sent to Mr. Stassen, whether through foresight or 
not, at any rate, Mr. Berg’s name was first on the list. That was the 
basis of his selection. These were people who were eminently qualified 
to handle grain elevator and grain treatment type of facilities. 

Mr. Betu. I know Mr. Stassen was very sensitive to be sure there 
was no question on Mr. Berg because questions had been raised about 
previous ones. 

Dr. Morcan. Would you say any useful purpose had been served by 
tying up this for 4 and now over 5 years? 

Mr. Betx. This gets back to the question Mr. Zablocki was asking 
about long-range programs. There is no doubt, at least in retrospect, 
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that you have simply sterilized that money for that length of time, 
which does not help anybody. 

On the other hand, the normal instinct and almost necessity for a 
fellow working on a project is not to do something unless he has money 
in the bank to pay for it. 

The difficulty arises because it always takes longer than you expect 
to get work done. It ends up inevitably in almost every case with 
the money running from one year tothe next. If there was some way 
you could be sure that—well, one way, of course, is to limit your com- 
mitment in the first place. Section 517 suggests you make one agree- 
ment which only covers the cost of getting it down to specs, as in this 
case $209,000. ‘Then you look to the question of programing the bal- 
ance. This is possible and is the practice now more or less. 

On the other hand, it too can introduce another factor of delay in 
the sense that if you reach the point of having your specs ready and 
you have 6 months before your new appropriation, you have to wait 
forthat. I donot know if this is responsive. 

Dr. Morean. Are there any further questions? Thank you, Mr. 
Bell. 

Mr. Bett. Thank you, sir. 

Dr. Morcan. The next witness will be Mr. Paul O. Berg, consulting 
engineer, whose home is in Fort Wayne, Ind. 

Now, Mr. Berg, when did you first enter into contract negotiations 
with the ICA? 





STATEMENT OF PAUL 0. BERG, CONSULTING ENGINEER, 
FORT WAYNE, IND. 


Mr. Bere. I had better get my notes out. I was contacted by the 
ICA on June 23, 1955. 

Dr. Morean. Mr. Berg, what was your background before you en- 
tered into the contract with the ICA? Were you employed by Gen- 
eral Mills? 

Mr. Berea. I specialize in feed milling and grain elevators, and I 
have done work for a number of the large feed mills and grain ele- 
vator firms. General Mills is one of them. I do not remember the 
year that I did some consulting work for them. 

Dr. Morean. When did you first arrive in Pakistan ? 

Mr. Bera. Well, my first visit there was in the month of May 1956. 

Dr. Morecan. Now, Mr. Berg, your instructions then were to build 
a steel storage elevator ? 

Mr. Bere. The contract with the Government of Pakistan specifi- 
cally spells out steel silos. 

Dr. Morean. Did you agree that steel silos were best after you got 
out there, or did you immediately change your mind and think that a 
concrete elevator would be better # 

Mr. Bere. I reached the conclusion after talking to the Pakistan 
people and learned something about their country, that steel was not 
available in the country, that concrete was available; that if we were 
going to start them on a training program of modern grain storage 
construction, it made sense that we should be doing it in a medium 
that they had the raw materials to build with. In addition to that, 
the Pakistanis had been to this country prior to my arriving over 
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there to study our grain storage methods. Apparently the grain 
storage they visited in this country was predominantly concrete. 
They made that observation to me, that they thought we were giving 
them steel silos when we actually used concrete ourselves, which 
actually is not true. Steel is used a great deal in this country, but I 
am sure they were not familiar with it from their visit over here. 

Dr. Morean. Mr. Berg, did you submit your first specifications on a 
steel elevator ? 

Mr. Bera. My first report was a preliminary report, and it was 
actually a little unorthodox in the sense that I got the opinion when 
I was over in Pakistan that since the report was to show a lot of data, 
that the Pakistan people wanted to take a look at before it became 
official—and also I got the same opinion from the Washington office 
of ICA—-so I issued a proof copy, a term given to me by the man in 
ICA that I contacted at that time. The proof copy did contain the 
observation that concrete construction should be considered. 

Then, to complete the story, I was told to keep the reference of 
concrete out, since my contract was specifically for steel, so I rewrote 
the report then and submitted it in its final form. 

Dr. Morean. When did ICA, Washington, change its mind with 
regard to moving from steel to concrete? 

Mr. Bere. Actually my 2-year contract went the full course. It 
was amended the last day on the contract. 

Dr. Morean. Did your new contract run for 2 years again? 

Mr. Bere. Yes. 

Dr. Morcan. Have you revisited Pakistan again under your new 
contract ? 

Mr. Bere. No. I went over there in January of this year, which 
was on the old contract, because the amendment had not been put 
into effect at that time. The reason for my visit was tied in with 
the problem of handling ships, unloading them and getting the grain 
to the silos, and that problem had become enmeshed in a lot of ideas 
different people had as to how the thing was to be handled, and it 
seemed that it was one portion of the project that was too indefinite 
and should be settled. That was really the purpose of going over 
there again—to attempt to reach some conclusion on how we could 
unload the ships and what the requirements were in that direction. 

Incidentally, that phase was not too clear in my original contract. 
There were some references made to using existing equipment that 
was there at the port that actually was not practicable. 

Dr. Morcan. Mr. Berg, did you get the impression from your con- 
tract with the Pakistan people that they would welcome this grain 
elevator ? 

Mr. Bere. I would put it much stronger than that. I think that 
they have looked forward to this grain storage now for some time— 
well, since this project was originally set up, and I would classify it 
more as a disappointment than anything else. 

Dr. Morcan. There have been funds obligated since 1952 for grain 
storage facilities in Pakistan, and here it is the latter part of 1958, 
almost 514 years, and we have not made any progress. Do you feel 
that the Pakistanis were delaying the project while you were there? 

Mr. Bera. No; I have never felt that they have in the sense they 
did not want the project to go ahead. The only delay that I have en- 
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countered is that in dealing with them it has been difficult for me to 
get information, but I would not attribute that, based just upon my 
observations, to them wanting to hold the project up. It is just a 
natural way of people and their ability to handle details. 

Dr. Morean. Do you think that there has been unnecessary delay in 
ICA in Washington in handling your specific preliminary report and 
other paperwork ? 

Mr. Brera. Well, it would seem to me that the decision to go to con- 
crete storage took considerable time. Why ICA feels it should take 
that much time I do not know. My report came in soon enough that 
the situation was obvious, and I think it was then a matter of makin 
the decision whether it should be concrete or steel and going ahea 
withit. They might have their own reasons why it took that time, but 
it does seem like a great deal of time, to go all the way from the fall of 
1955 to this year before the amendment was made. 

Dr. Morean. Mr. Berg, have you completed the final specifications 
on this storage facility ? 

Mr. Bere. My drawings, according to my contract, were due Novem- 
ber 8. There has been some argument about when the due date is. 
The due date, I think, has been merely based on the establishment of 
funds in a bank in this country. When the amendment was made the 
funds in the bank were not kept available tome. Those funds had to 
be reestablished. From my standpoint I was taking a lot of chances 
to go ahead and do work during the time that money was not estab- 
lished, and I took the stand that until the money was established the 
amendment was not in effect, which of course was the way the orig- 
inal contract was set up. I think to anybody that makes sense, that 
unless there is available funds to the person who is going to do the 
work he would be foolish to take a chance that funds will be established. 

There are different things that could happen to keep the funds from 
being available. Once the funds were available, then I took that as 
the date and that was about 2 months later than the date of the amend- 
ment. So that, in my estimation, made November 8 my interpretation 
of the due date of the drawings. 

We are still getting some information from them. They have been 
much more prompt the last few months in answering some of the ques- 
tions that we have had, and I think that is just due to the pressure of 
finishing the job. Some of these questions do determine our design. 
Probably some of the questions are going to be difficult to answer and 
we are attempting in our design to work around these questions and put 
some of that responsibility on the contractor, but that is the reason 
that I have not been able to fulfill my contract. I have asked the Paki- 
stan Government for an extension to the week of December 15. I 
think that I will make that now. 

Dr. Morean. You think December 15 will be your deadline? 

Mr. Bera. I think so, yes. The week of December 15. 

Dr. Morcan. Mr. Berg, are you familiar with the delay in drillin 
the boreholes for the fundation of the elevator that has been charg 
to the Pakistan Government ? 

Mr. Bera. Well, there was some delay. Maybe I am sounding like 
I am very sympathetic to the Pakistan people, but in talking to them 
when I was over there I sensed that we are dealing with different people 
than people here in the United States. I think that some of it is just 
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their way of doing things. We did request soil borings and some of 
the data we expected to get was not available and we had to go back and 
get more. For instance, the soil borings went down to a certain depth 
and the soil borings people recommended one test be run to a deeper 
depth because naturally we would not know, when we gave our in- 
structions, what was down below. That is a conventional procedure, 
when the soil people make their borings they make recommendations 
for additional data they think is necessary. aman, the Pakistan 
people turned that down and then it had to be done ultimately, so 
that did delay things. I have not sensed that they have been doing 
that deliberately. I think they are just not familiar with engineering 
type work and the decisions that are required and the importance of 
getting information. 

Dr. Morean. Mr. Merrow. 

Mr. Merrow. Thank you, Mr. Chairman. 

Is it the 15th of December that your drawings are going to be in? 

Mr. Bere. That is what I am shooting for. Actually we have now 
sent out, I would say, around 90 percent of the drawings and specifica- 
tions and most of the work that is yet to be done is some of the details 
that were affected by some of the more recent information. 

Mr. Merrow. That is the termination of the present contract ? 

Mr. Bere. That is the termination of the design. Iam also respon- 
sible for supervising after the construction goes ahead, which is a very 
important thing in that country because of the contractor’s ability 
over there. I am sure that the contractors need supervision in a case 
like this. 

Mr. Merrow. You are employed by the Pakistan Government with 
the approval of the ICA? 

Mr. Bere. That is right. 

Mr. Merrow. You spoke about that amendment. That amendment 
was to change the specifications from steel to concrete ? 

Mr. Bere. That is right. 

Mr. Merrow. And you wrote both specifications for steel ? 

Mr. Bere. No. Inever got beyond the preliminary report. 

Mr. Merrow. I see. Is there going to be much difference in cost? 

Mr. Berc. Yes. The concrete will be more costly, although offhand 
now I do not have the figures with me. But some of these costs are 
offset by the fact the concrete will be supplied by the Pakistan Govern- 
ment whereas the steel would have been furnished presumably by this 
country because steel storage is not common any other place that I 
know of. Sothe shipping costs would naturally have been an expense. 

Mr. Merrow. You already testified that you think the Pakistani 
want this project and from your observation in Pakistan you believe 
this is a good project for the economic life of the country ? 

Mr. Bere. I am very sincere about the point of the importance of 
this grain storage—I think that one thing we must recognize is that 
food is, of course, dear to the hearts of all people because it is the 
basis of our life. In Pakistan grain happens to occupy a very impor- 
tant place. Wheat in West Pakistan and rice in East Pakistan are 
their principal products. I would like to throw in one little observa- 
tion that I made in East Pakistan. They had famine conditions there 
because of floods several years ago, and when I was there I mentioned 
that with all the rivers they must have an abundance of fish, and I 
asked why the people were starving, and the man said, “Well, you 
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know rice is our principal food.” That was his answer to me, which 

indicates even though fish were available they still were so reliant 

upon rice that they would actually starve. It is a hard thing for a 
erson to understand. That is true in both East Pakistan and West 
akistan. The grains in those countries are predominant. 

The grain storage at Karachi and Chittagong serves two purposes. 
One is to store the grain and in a place where grain storage is neces- 
sary and important. Because Karachi is a city of 1,500,000 people, 
grain storage is very important, and also Chittagong is a main port 
and distribution center for the importation of rice. 

I do not know whether you are familiar with this or not, but rice 
has to be imported to Pakistan from Burma, so therefore this port 
city of Chittagong is very important. 

Another thing, I think from a foreign-aid standpoint, grain storage 
with its size, and the stableness of this type structure, would be an 
excellent monument to our foreign aid over there. It is tied in with 
their well-being, and that is so important to them. For instance, in 
Karachi—and both of these projects are similar—the project will be 
180 feet tall, and a 180-foot structure is going to loom up high be- 
cause there very few of the buildings are more than 3 or 4 stories. 
All those things, I think, are important to consider. 

Maybe at this time I am digressing a little bit from your original 
question, but I would like to get some of those reasons before you 
because I think they are important. But basically it is a fact that 
grain is so important to them. 

Mr. Merrow. After the contracts have been let how long will it 
take to complete the projects ? 

Mr. Bere. Well, 1 think that the projects are going to take much 
longer than my contract. I think maybe it is going to take a year 
and a half at the minimum for these to be built, principally because 
of their way of building in that country. It is much slower than ours. 
Also, because a great deal of the machinery will have to be shipped in 
from outside the country. 

Mr. Merrow. That is all. 

Dr. Morean. Mr. Carnahan. 

Mr. Carnanan. Mr. Berg, the facilities you are designing could 
be classified as port facilities as well as storage. 

Mr. Bere. That is correct. 

Mr. CarnaHan. It is not anticipated that the grain will remain 
in these facilities for any very long period of time? 

Mr. Bere. No. In Karachi I visualize the grain will move into 
storage from inland and then find its way into the city of Karachi, 
and then if there is an export condition in the country the grain will 
be exported. If there is a deficit year the grain will be imported 
through this port facility. 

Mr. CarNAaHAN. Will the grain be handled in bulk, or will it be in 
bags ? 

Mr. Bera. The grain storage is set up for both bulk and sacks, 
and the reason that is so is because they are now handling grain pre- 
dominantly in sacks. Of course, they want to get away from that. 
They want to get into bulk handling, but they are short on knowledge 
of grain handling. Of course, this grain storage will acquaint them 
with how to handle grain. 








194 MUTUAL SECURITY PROGRAM 





There is one thing that I think I ought to mention. The cost of 
receiving grain from foreign countries in both Karachi and Chitta- 
gong is influenced by the demurrage they encounter. Grain comes 
in in bulk and then must be transferred to sacks in the hold of the 
ships. It is a very slow process and the ships are held for weeks 
while the grain is being unloaded and the demurrage was estimated 
at one time—I do not know who made the estimate—to be worth the 
cost of the storage itself. In other words, they are paying right now 
their precious money to foreign countries for this demurrage, and it 
would be much better if they had it invested in grain storage. 

Mr. Carnanuan. At present how is the grain carried out of the ships? 

Mr. Bere. It is taken outin slings. They put the sacks in the slings 
and they carry it out with port cranes. 

Mr. Carnanan. Is it not carried out by human beings? 

Mr. Bere. No, not that I know of. In most of the ship holds that 
is not possible. You have to bring the grain out with a crane of some 
type. 

Mr. Carnauan. The only impact on the labor situation then in in- 
stalling the machinery would be perhaps the elimination of the 
sacking ? 

Mr. Bere. Yes. 

Mr. Carnanuan. I suppose that is done by hand labor ? 

Mr. Bera. Yes, and that is the slow part of it. 

Mr. CarnaHan. Are you writing the specifications for the bids ? 

Mr. Brera. Yes. This is truly an experience, to write specifications 
for foreign construction. You can imagine that we have done a great 
deal of research into the problems in a country like Pakistan and we 
a tailoring our specifications to handle the situations we will have 
there. 

Mr. Carnauan. Then it is your anticipation that perhaps fairly 
aoa after you make your final report, the matter will be submitted for 

ids ? 

Mr. Bere. Yes. The presumption on my part now is that these 
drawings that I have released to the Government of Pakistan are 
being in turn submitted to contractors for bids. The arrangement that 
I have in my contract is to provide the drawings and specifications to 
the Government of Pakistan who in turn will submit these to 
contractors. 

One phase of this which I think might be important to you men is 
the fact that they will have to choose the contractor. How are they 
going to choose the right contractor? That is a question that has 

en bothering me and I hope to exercise some direction so that we 
get this in a good contractor’s hands because this whole thing could 
become a mess if we did not. 

Mr. Carnauan. Who will make the final decision as to who gets the 
contract ? 

Mr. Bera. Well, the Government of Pakistan is supposed to use my 
advice, and I presume they are the ones who will actually make the 
decision. I am supposed to advise them on the selection of the con- 
tractor, but they are the ones who are going to make the selection. 

Mr. CarnaHAn. But you do expect to see and evaluate the bids that 
come in ? 
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Mr. Bere. That is right. I certainly think that it is important that 
I do because there are a great many things that can happen, some of 
them not too good. 

Mr. CarnaHAn. What is the status of the idea that the whole project 
be transferred to the Development Loan Fund? 

Mr. Bera. Well, I just got a telephone call when I arrived here to- 
day that a man from the a tor Loan Fund wanted to see me. 
That is the first time that I knew that there was anyone else involved 
in this except the ICA. Frankly, I do not know whether I should 
make any contact with them because I have had no information. I 
should not be committing myself to anybody else before I know defi- 
nitely from some authority. I donot know where that authority would 
come from, and it has mea little puzzled right now. 

Mr. CarnaHAN. There is a question that I would like to ask about 
the storage bins. With regard to the ones in Karachi, in terms of 
ordinary shiploads of grain, how much would the facilities hold? 

Mr. Brera. The grain storage averages about 15,000 long tons, which 
is about 500,000 bushels. I estimate the average shipload would be 
somewhere in the order of 8,000 tons. This could go down as low as 
5,000, and it could g° as high as 12,000. Obviously, at 12,000 tons a 
ship is going to make quite an impact on 15,000 tons of storage. But 
the reasoning in the background is that the 15,000 tons would be built 
on this contract, and that an additional 15,000 would then be built 
by the Pakistanis based on experience they gain from this. 

Now, I had a meeting in Karachi with the ICA, and the remark was 
made there—Why not change it to 30,000 tons right now? Well, I do 
not know all the problems involved in making a change. As far as I 
am concerned, it would not affect the engineering a great deal because 
we could double the storage without doing a great deal of drawing. 
I think 30,000 tons makes more sense then 15,000. 

Mr. Carnawan. You would do that by increasing the height? 

Mr. Bere. No. I might explain grain storage to you in this way: 
There is a great deal invested in the ship unloading and handlin 
equipment between the ship and the storage. That can run as high 
as $500,000 in this type of an installation. Then the workhouse is a 
portion of the storage, with floors and small bins with grain cleaners 
and weighing equipment, bagging equipment, which is actually the 

lace where the work is done. That is the reason it is called the work- 
ouse. 

Then the storage is to the side of that, and that is where the 15,000 
tons is standing in silo form. The way I have arranged it at the site 
is to have the 15,000 tons at one end of the workhouse so that an 
additional 15,000 tons can be put at the other side of the workhouse 
and therefore the workhouse then will serve both 15,000 tons. So you 
see it is not too difficult to add another 15,000 tons on the other side. 
It makes a lot of sense that it be done. I do not know who deter- 
mined the 15,000 tons originally, but I think that goes back quite 
aways. I would guess it might have started back when steel storage 
was originally proposed and they were attempting to get something 
at that time done in a hurry. They wanted to get the whole thing 
started and they set up 15,000 tons as the figure that could be built 
right away. 
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Tn a port installation we do not think anything of 3 million or 4 
million bushels, which would be something like 60,000 tons. 

Dr. Morean. Mr. Zablocki. 

Mr. Zastockr. Of course, that is in a country such as ours which 
is an export country. We have to have the storage bins for storage. 

Mr. Bera. Right. 

Mr. Zastockt. But the storage bin that you are contemplating build- 
ing in Pakistan will not be for a surplus commodity but for a com- 
modity that is to be transported. 

Mr. Bere. Yes. 

Mr. Zastocxt. Do you need that large a facility? Pakistan is not 
a wheat surplus country, nor is eastern Pakiston a surplus rice coun- 
try. The storage facilities you are building, or that you plan to pre- 
pare specifications for, are not for a long-term storage but for the 
purpose of storing at the time they are received for transfer. 

Mr. Bere. You are right. But you do have to compare 15,000 
tons with, let us say, an average ship of 8,000 tons, and that is not 
too liberal. In other words, it is not too workable, let us put it that 
oe There is presumably grain in that storage just for Karachi 
alone. 

Also wheat is not just wheat in Karachi. There are a number of 
varieties. For instance, they do grow one variety of wheat in West 
Pakistan that they do not consume themselves because it carries such 
a high export value. That creates a problem because we have to 
segregate the wheat in storage to take care of that export requirement. 
That is what I am trying to infer, that the storage is a little short to be 
workable. 

Mr. Zasxocsgt. I fully realize that a monument would be a laudable 
thing to have, but would not sheds meet the purpose of segregating 
the certain types of wheat that Pakistan wants to export because of 
its high quality? You are going to have these large monumental 
storage bins, and that would defeat the very thing that Pakistan 
would need as a facility. I am looking at the project not from a mon- 
umental but from a practical standpoint that would best meet their 
needs. 

Mr. Bere. Well, we have gone a great deal in this country into 
what we call flat storage, the shed type, and we have used it for bulk, 
but those are what we call dead storage cases. That is where these 
companies are entering into what we call the Government storage of 
grain where they are storing grain over long periods of time, for 3 
years. Flat storage makes them practical because it is easy to build 
and it is low cost, but it presents a lot of problems when you consider 
the segregation of the grain and the function of it. It is slow to 
unload and complicated. 

Mr. Zastockt. Is it more difficult to segregate grain in the flat 
storage than in the tall high silo-type storage? 

Mr. Bere. Yes; principally because of the way the conveying is 
done and the problems of segregation. It takes more structual cost 
to segregate it, and that means that it is not done very much. Gen- 
erally it is just one big bin. Some of it is being dumped on the 
ground and covered with canvas. 

Mr. Zasvockt. I have seen a lot of it along the railroad. 

Mr. Bere. No effort is made to segregate it at all. 
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Mr. Zastocki. Nor to keep it from fermenting ? ; 

Mr. Bera. Yes. Central Soya just put up some immense silos, 
80 feet in diameter, and I think they added 5 million bushels of silos, 
and they have been storing soyabeans in between silos, using the silos 
as walls. They have two rows of them, and they have just been put- 
ting it in between the silos and covering it with canvas. They built 
these large 80-foot diameter silos to keep from pas % out on the 
ground. They just got them completed and now they have the 
space in between the silos filled up again this year. 

Mr. Zastockt. That leads me to this question: I gathered from 
your statement that you contemplate or anticipate that the contractor 
would be a Pakistani company ? 

Mr. Bere. It is ible. 

Mr. Zastocki. I suspect that you are contemplating a Pakistani 
firm ¢ 

Mr. Bere. Yes. There are several Europeans represented in 
Karachi, and they supply the skills and use the Pakistani labor. It 
is very possible that they could be successful bidders in this case. 
I would be a little more uneasy with that type of arrangement. It 
would be better for European or United States contractors to come 
in on this type of contract who had done a t deal of grain storage 
building. e could have confidence in their reputation that they 
could go ahead and do us a good job. 

Mr. Zastocki. You do not anticipate that after the modern storage 
facilities are built the Pakistanis will put their wheat in the open 
fields alongside the tracks? 

Mr. Bere. There is still a possibility because of their shortage of 
storage. We are on the borderline of just enough. One answer to 
that problem is going to be to sack the grain. This has already been 
discussed with them. They will sack the grain and put it out on 
what they call the plinth. 

Mr. Zasiocki. That is what I am fearful of—if you have a more 
rapid procedure for sacking the grain—a new problem as to where 
the grain should be stored. The grain may be stored in the open, 
covered with canvas in some instances, and exposed to the elements. 

Mr. Bere. I think that is very possible. 

Mr. Zastockt. Is it ible under the ICA sponsorship that a 
15,000-ton storage will be built and later the Pakistan Government 
will build an additional 15,000-ton facility alongside the work sheds? 

Mr. Bere. Well, that will be a little difficult for me to say for sure. 
I know that they intend to. I certainly have heard them make that 
statement, they intend to carry this on, but I also know they have a 
number of cechiinien in their ny that are facing them that they are 
not getting done. It may be wishful thinking on their part. 

Mr. Zasiockt. Will the facilities be built in East and West Paki- 
stan ? 

Mr. Bere. That is correct. There was at one time some question 
whether the storage in East Pakistan was worth as much as the storage 
in West Pakistan. Actually, since East Pakistan is always a deficit 
rice country and is always shipping in rice, we have estimated that 
there will be shiploads coming in there twice a week, so you see there 
is a lot of grain moving in East Pakistan. Port facilities are tre- 
mendously important to East Pakistan. 
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(Discussion off the record. ) 

_ Mr. Zasrocgr. I should recall, but I do not remember the port facil- 
ities at Karachi. We will probably have this situation—we are going 
to have a modern storage facility and a modern up-to-date loading 
facility and find that the port is not adequate to accommodate large 
vessels for transporting greater quantities of grain. 

Mr. Bere. I will inform youonthat. They are now just completing 
a complete port modernization and it is really a good project that they 
are undertaking. I am familiar with it because I have conferred with 
engineers in London who are designing it because it involves our grain 
storage to a certain degree. They have been very helpful to me by 
sending me drawings of what they are doing, so I am informed. I saw 
some of the work that was in progress. One thing that has worried 
them is that the whole port facilities would be modernized before the 
grain storage would get done because of the slow progress that has been 
made. They would like to have the whole thing done at the same time. 

Mr. Zasiockt. This is a little bit removed, but since you have been 
there so recently, can you tell us how these modern fishing facilities are 
operating ? 

Mr. Bere. Well, I was amazed. I had dinner one evening with 
one of the ICA men and they were telling me that they were exporting 
better shrimp than we have over here. I was amazed to learn that 
there was shrimp on that side. Obviously shrimp could be any place, 
but I always thought of shrimp being on our private property around 
the gulf and west coast. From the conversation I understood there 
was some work being done to put up facilities so that they could han- 
dle the fish and export it, so apparently there is something being done, 
but I cannot tell you any more than that. 

There is one thing that nobody has asked me about, and I think it 
is something extremely important in this project, and I will volunteer 
this information. After the grain storage gets finished the contract 
says that I am to provide the contractor for training the Pakistani 
in running this grain storage. That sounds good up to that point. 
We are going to set up the training period for 6 months. But in this 
country it would be unthinkable to set up grain storage and turn it 
over to anyone else than somebody who was actually in grain storage. 

For instance, I will cite you an example. The port of Toledo now 
is contemplating grain storage on account of this St. Lawrence Water- 
way development, and they Seve been casting around for some grain- 
storage people like Cargyll, or Pillsbury, to take it over. In other 
words, they will finance it and they will get it built—they would like 
to know what the company they are going to tie in would want— 
but they also want somebody to run that grain storage. 

Now, I have heard—and this is something you men can find out— 
that the port of New Orleans was set up on that basis. It was built, 
but it was actually run by some grain people. I think that is one 
problem that we have over there. Frankt , 1t is not my responsibility. 
It goes beyond my contract. I would even hesitate to take on the as- 
signment myself, the assignment of actually running the storage, be- 
cause that certainly has not been my field. Whois going to run it and 
who is going to see that it works, keep it running, is still a question. 
And if it does not run properly then this whole thing is not going to 
be such a good monument. 
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Mr. Zazsiockt. You could have given that to me as an answer when 
I asked you whether you thought that after building this storage plant 
the Pakistanis would still be unloading and storing their wheat on the 
side of the road. 

Mr. Bera. There is this story—and it may be partly story—that 
was told over there when I was there, that there were dredges over 
there in East Pakistan and the Pakistanis had asked for more dredges. 
They were asked the question “What about the dredges you have?’ 

Their reply was, “Well, they are not working, we need some more.” 

Another question : “Why are they not working ?” 

Upon investigation it was found that a lot of parts had been robbed 
off the dredges. They had taken things off of the dredges thereby 
making them inoperative. It is something that is a part of the people 
over there. I am certain that there are going to be things growing 
out of the grain storage. You see, a common nut over there on a bolt 
is worth a great deal to them. That is because they only make about 
50 cents a day. That is pretty good wages for them, but if they can 
steal some little thing it will be quite an item. In a plant we might lose 
tools, or something like that, but we do not lose little things because the 
value is not there. 

Mr. Zas.ocki. There is no point of giving you a sample nut, because 
they would then steal the bolt. 

Mr. Brera. Yes. I thought I would mention that problem of the 
operation because I think that part is important. This storage is 
going to have to be operated, and although they have had men over 
here studying our operations, and I am sure those men have attempted 
to take advantage of it, still I know that the background of the 
Pakistani people does not equip them for coming over here and in a 
short time learning grain storage. I have become acquainted with 
some of the problems in teaching people from Pakistan in this coun- 
try. The background isn’t there. ey don’t have the mechanical 
familiarity in their background. We don’t realize it but actually some 
of the women folks in this country are more familiar with some of the 
mechanical things that we take for granted that over there the men 
don’t even know because they have never been exposed to that type of 
life. We are with it from the time we are small children. We are 
familiar with so many terms and so many things that we read about 
that we can accept training in a hurry and we learn a great deal, be- 
cause we are advanced to that stage, but the Pakistani is not advanced 
to that stage. He doesn’t learn fast. He comes over here and he can 
go through the motions of getting an education but he doesn’t have 
the background to go with it. 

I am getting into some things maybe that are not relevant. 

Mr. Zasiocki. In every country where we have an aid program it 
comes back to the same question: Are we modernizing and pushing 
too hard? Shouldn’t our efforts be more gradual instead of trying to 
transplant our type of economy to a foreign land. The type of 
mechanization we have in this country does not always work in other 
countries. Other people are not familiar with the technicalities and 
capacity of certain equipment. 

Mr. Bere. There are some problems in that area. I have heard the 
remark that their farming methods are so poor that they should be 
trained in our modern farming methods. Well, you can’t put our 
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farming methods over in a country where they have 30-acre farms and 
we are used to 400-acre farms. Twenty years ago a 60-acre farm was a 
common farm size in this country, and at that time we farmed more 
primitively than we do today. In other words, there was a lot of 
hand plowing done and the threshing crew went around to different 
farms. It was a common thing. Those things would be more appro- 
priate over there today than our modern methods. How could a 
combine work on a 30-acre farm? It is ridiculous. You are right. 
We can’t modernize these people that fast. We can’t just take things 
from here and transplant hen. over there. 

On the other hand, they do want to learn modern grain storage 
methods. That is one thing that they are hopeful they are going to 
get out of this grain storage, first of all, a vehicle or something there 
to operate modernly, and then learn how to build more of them. 

Dr. Morean. Thank you, Mr. Berg. 

Mr. Bere. No further questions? 

Dr. Morean. No. 

(Whereupon, at 5:05 p. m. the subcommittee adjourned until to- 
morrow, Wednesday, December 10, 1958, at 10: 30a. m.) 


$ 


U 
s 
1 
( 
c 
] 
] 
] 





REVIEW OF THE MUTUAL SECURITY PROGRAM 
DEVELOPMENT AND IMPLEMENTATION 


WEDNESDAY, DECEMBER 10, 1958 


CoMMITTEE ON Foreign AFFAIRS, 
SUBCOMMITTEE FOR REVIEW OF THE 
Mutua Securtry Programs, 
Washington, D. C. 

The subcommittee met at 10: 55 a. m., pursuant to recess, the Honor- 
able Thomas E. Morgan (chairman of the subcommittee) _— . 

Dr. Moraan. The subcommittee will come to order. We have wit 
us today Mr. John O. Bell, Regional Director, Office of Near East and 
South Asia Operations, International Cooperation Administration. 
With Mr. Bell is Carl Cramer, project engineer; Mr. Clarence S. 


Gulick, Chief of the South Asia Division; Mr. Leslie A. Grant, Asso- 
ciate General Counsel, International Cooperation Administration ; Mr. 
Edwin H. Arnold, Deputy Director for Technical Services; Mr. E. E. 
Blackie, Blackie & Wood, San Francisco, Calif.; and Mr. Frederic P. 
Bartlett, Director, Office of South Asian Affairs, Department of State. 

Today we have asked Mr. Blackie to sit in and fill in when necessary 


on some of the testimony. 


Mr. Bell, I think you have a brief statement to start with on this 
Pakistan irrigation project. 


(The statement referred to is as follows :) 


GANGES KOBADAK 


Based on FAO? studies and plans, Pakistan decided to construct this major 
project and FOA* agreed to finance certain construction equipment and the 
pumps to a cost of $1,950,000 (project agreement No. 26, January 30, 1954). On 
June 24, 1954, an amendment reduced the obligation to $1,670,000. 

In August, procurement requests were completed. Procurement of the con- 
struction equipment proceeded relatively smoothly. EPS advertised for bids 
on the pumps, and bids closed May 12, 1955. The bids were submitted to the 
mission for review in June. The mission requested additional information from 
certain bidders in July. In September, on the basis of all information received, 
the mission recommended award to Hitachi. On September 26, the contract was 
awarded. 

Meanwhile, on March 17, 1955, an additional $430,000 was committed to the 
project for vehicles, construction equipment, and steel. This was intended to 
complete the United States contribution to the project except for services of a 
construction engineer in an advisory role. 

In January 1956, the mission requested that the contract with Hitachi be 


amended to include provision of design for the pumphouse. This was done on 
May 3, 1956. 


1 Food and Agriculture Organization. 
2 Foreign Operations Administration. 
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In May 1956, the mission became convinced that the project was not being 
effectively run, and recommended that ICA undertake much greater responsi- 
bility for it, including providing several additional engineers and taking over 
responsibility for construction of the pumphouse. This was followed up on 
September 2, 1956, reiterating the recommendations and confirming that Pakistan 
was most likely to request United States aid on the pumphouse. 

ICA, Washington, reviewed the situation and rejected the mission proposals 
on October 31, 1956, concluding that we should leave further responsibility 
entirely to the GOP and FAO. 

After further exchanges and discussions with the mission director in Wash- 
ington, the mission recommended (March 20, 1957) that ICA should (@) contract 
for review of the plans for the entire scheme and recommend further action 
required, and (b) contract for review of pumphouse design, analysis of pro- 
posals for construction, and supervision of construction. 

ICA agreed to contract for a general feasibility survey and for review of the 
pumphouse design and intake and preparation of specifications to bid (June 24, 
1957). A project agreement was signed on June 26, 1957, providing $411,000 for 
these studies. ICA, Washington, immediately issued a task order to the Tudor 
Engineering Co. to review all information available and make recommendations 
as to further action (no charge to project). This report was filed August 2, 
1957. It concluded that no firm decision on project soundness could be made 
without further field study. 

On August 15, 1957, a contract was let to Jenks & Ballou to review the pump- 
house plans and related factors and prepare scope of work and cost estimates 
for engineering required if a pumphouse is to be built. The Jenks & Ballou 
report, when finally submitted in March, proved unsuitable for submission to 
the Pakistan Government. 

On October 14, a further task order was given Tudor to send a team of con- 
sultants to Pakistan to review feasibility of the Kushtia unit. 

The Tudor team left Washington on April 8, 1958, and returned in June. 
They completed their report in August, and it was submitted to ICA on August 29. 
It shows that the original plans and construction to date on the project are seri- 
ously incomplete and defective and that the cost of remedying these defects will 
be uncertain and large. Even if these difficulties are overcome, it will be many 
years before any net return is secured from the project. It definitely recom- 
mends against proceeding now beyond the Kushtia first phase and that ICA not 
undertake any further responsibility for the project beyond the pumping plant. 

No decision has been reached as to what further participation, if any, ICA will 
have in the project. The pumps have been put in storage in Japan, until such 
time as they can be used. 

As of June 30, $60,000 of the $411,000 for surveys has been spent for the 
Jenks & Ballou contract; $584,000 is available for the pumphouse; and, of the 
$1,529,000 committed for the pumps and other equipment, $1,103,000 had been 
expended. 


Mr. Currerrtetp. We should congratulate Mr. Bell on his new 
appointment. He is now Coordinator. 

Dr. Morean. I have before me a release from the Department of 
State this morning, announcing recess appointment of John O. Bell 
as Special Assistant for Mutual Security Coordination. 

Mr. Merrow. Congratulations. 


STATEMENT OF JOHN 0. BELL, REGIONAL DIRECTOR, OFFICE OF 
NEAR EAST AND SOUTH ASIA OPERATIONS, INTERNATIONAL 
COOPERATION ADMINISTRATION 


Mr. Brew. I would like to say a little, in connection with this proj- 
ect, about the general background of it. I think it has some consider- 
able relevance to the history of the project and its present status. 
This project, unlike some of the other projects we have, has roots in 
an extremely important political and economic consideration in 
Pakistan. 





MUTUAL SECURITY PROGRAM 203 


I will begin by saying this project is located in East Pakistan. 
East Pakistan is roughly 15 percent of the territory of Pakistan and 
contains 55 percent of the people. There are approximately 42 mil- 
lion people in an area the size of Louisiana, running at a density of 
700 people per square mile trying to make a living out of farming. 
These people have enjoyed or, in their opinion, suffered from a 
second-class status compared to the West Pakistan Punjabis in that 
they have characteristically believed themselves to be the victims of 
domination by the Punjabis and to have not had equal voice in gov- 
ernment, to have not had an equal or proportionate benefit from 
development expenditures. 

This distribution of development expenditures in Pakistan has been 
largely concentrated in West Pakistan, although this stems more from 
the fact of greater possibilities for doing so than from political con- 
siderations on the part of the Government. Nevertheless, the Kast 
Pakistanis tend to interpret this as reflective of a second-class status 
for them. 

I cite this because it means that the Central Government is fairly 
sensitive to trying to do something about development work in East 
Pakistan as a means of relieving the pressure that comes from this 
feeling of mistreatment. That is on the political side. 

On the economic side, the big problem, the central most, single most 
important problem in Pakistan is food. The country exists on pri- 
marily two food crops; one is wheat, largely grown in West Pakistan, 
the other is rice largely grown in East Pakistan. The culture of rice 
in East Pakistan is seasonal in that it largely depends on floods. East 
Pakistan is a gigantic delta area, with alluvial soil fed by the Brahma- 
putra and Ganges Rivers, which drain either side of the Himalayan 
Mountains. One engineer calculated if you could dam the water that 
came across East Pakistan in a year you could submerge the entire 
country 7 feet. It was a facetious calculation, but the water comes 
seasonally. Rice cultivation depends on water in this area and de- 
pends on flood. If they rely on having a flood, they hope the flood 
will be at a pace which will be consonant with the growing of rice. 
If it is, itis helpful. If it is not, it isnot helpful. 

This means that a good part of the year, despite the fact that the 
climate would permit growing crops, crops cannot be grown without 
re more water. Too much water part of the year, not enough the 
rest of the year, with a clear possibility in a good part of the country 
that you could grow 2 crops a year and in some areas perhaps 3. 

Given an obvious potential then for growing more food, given a 
need for growing more food, it was perfectly understandable that 
consideration would be given early to ways and means of increasing 
food production, making water available so the land could be used 
for double cropping. 

This is all pre-ICA that I am talking about. In fact, this project 
was not basically an ICA project, but basically a Pakistan project 
guided and suggested by the Food and Agriculture Organization of 
the United Nations, with whom it began. 

About 4 years preceding 1954, the food and agriculture people of 
the United Nations Organization had been studying this thing and 
came up with this general plan for what has become known as the 
Ganges-Kobadak project, which is divided into 3 geographic areas 
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which were also treated in 3 phases. You begin with one, expand to 
the second, go on to the third. The first is the Kushtia area, roughly 
478,000 acres. The total of the 3 areas is about 2 million acres. This 
is a very ambitious undertaking, to contemplate irrigation of 2 mil- 
lion acres of land. The theory of irrigation was water would be ob- 
tained from the upper Ganges River through means of a pump or 
pumping station which would raise water into canals from which it 
would fiow by gravity across this area. The plans for this were 
drawn up by the Food and Agriculture Organization of the United 
Nations, and they commenced on this project together with the Gov- 
ernment of East Pakistan and the Central Government of Pakistan 
before we ever got involved in it at all. 

In 1954, we were asked to supply some assistance to this project. 
In particular, we were asked to supply assistance in financing the 
— which were to go into this pumping station which was to be 

uilt by the Government of Pakistan with the technical advice of the 
Food and Agriculture Organization of the United Nations. We were 
also asked to supply some construction equipment for the purpose of 
helping clear sites, move earth, and this sort of thing. 

This was agreed to be done. We agreed to provide money to build 
the pumps, which were to go into the pumphouse which the Govern- 
ment of Kast Pakistan was to build. 

At this time there was not a detailed inquiry or review of the tech- 
nical and economic soundness of this project by the United States 
Government. It was assumed, I think you would have to put it, that, 
given the fact that the Food and Agriculture Organization of the 
U.N. had been working on this for so long and was still actively par- 
ticipating in it, given the fact that the financial dimensions of this 
were far greater than the amount we were being asked to contribute, 
it was assumed it was probably a good project. It is the only truth- 
ful thing I can say. Contracts were let for the construction of these 
pumps. The bid was awarded on competitive bidding to a Japanese 
firm, the Hitachi Co. in Japan. 

Mr. CuirerrieLp. Who made the specifications for the pumps? 

Mr. Betu. I believe they were done by the Food and Agriculture 
Organization of the U. N. This was one part of our commitment. 
The other part of our commitment is to provide construction equip- 
ment. In retrospect our people say this was not taking very much 
risk because construction equipment can be used whether this partic- 
ular project is the one or not. 

However, we went ahead and ordered these pumps. As time went 
on it became clear that the progress on the pumps was somewhat 
greater than the progress on the pumphouse into which they were 
to be installed. I say that is an understatement because there had 
been no progress on the pumphouse. This was the responsibility 
under the agreement of the Government of East Pakistan. 

I want to digress here a minute to say we were not the only ones who 
were drawn into this project other than the Food and Agriculture 
Organization of the United Nations. The Canadian Government was 
requested to provide some assistance to this project as well. Its 
particular contribution was to construct the powerplant which would 
provide the power to operate the pumps which we were to provide in 
the pumphouse which the Government of East Pakistan was to build 
under the technical direction of the Food and Agriculture Organiza- 
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tion of the United Nations. I wrote an airgram on this in early 1956 
and said this is an ideal way not to do a project with all the complica- 
tions one has being simply multiplied by the number of parties in- 
volved although in theory it sounds nice. 

The Canadians were proceeding with the construction of the power- 
plant and in fact the powerplant has finally been built. But work 
on the pumphouse was not proceeding. 

I visited this project together with some of our engineering people 
attached to the mission and became aware of, or had it borne upon me 
I should say, that there were some real problems here, some real 
technical problems to begin with. The first of these was that the 

roblem of a foundation for a large structure such as a pumphouse 
in this particular part of the world is a very difficult engineerin 
problem. The soil, as I said before, is alluvial soil. It is apeaial 
that one can drill 135 feet down and still not hit rock, you are still in 
silt. We did not regard this foundation problem as in any sense an 
impossible one because the site of this particular pumphouse is rough- 
ly a mile or half mile below a large railroad bridge which crosses 
the Ganges at this point. This bridge is the Harding Bridge and is 
I think fairly well known in engineering circles as representing a 
very considerable engineering accomplishment of 40 or 50 years ago. 
So that we knew that it was technically possible to have foundations 
but it became perfectly clear to me and to our staff that we did not 
think that the Pakistani engineering departments had the technical 
skill to solve this problem. Therefore, we were faced with a situa- 
tion in which we were buying pumps for a pumphouse, whatever the 
merits of the project were, that at least was unlikely to be designed 
and built properly. This is simply the question of the technical 
competence of the Government of East Pakistan to do the job they 
had promised to do. 

The second aspect was it became clearer to the Government of East 
Pakistan and to the Central Government that besides lack of tech- 
nical competence there was a real problem of finance here. They 
had not anticipated that the cost of building a pumphouse would be 
in anything like the dimensions which were beginning to emerge. 
Amjad Ali, the Finance Minister, subsequently said when he had ap- 
proved the agreement calling for him to finance the pumphouse he 
had assumed this was some little structure that might cost a hundred 
thousand dollars. When he found out estimates of cost were being 
made ranging from 4 to 10 million dollars, he realized he had a bear 
by the tail as far as finance was concerned. There we had a situation 
in which the issue was: How can the ‘omen sorte be built? Bear 
in mind pump construction was going along merrily under our con- 
tract with the Pakistani lacking the technical and fiscal ability to do 
it. If we were to do it, which was the obvious suggestion made by 
the Pakistan Government despite its commitment to do it itself, and 
which we were somewhat inclined to consider because of our doubts 
about their technical skill, if we were to do it this meant enlarging 
our investment in this project very materially indeed. Instead of 

utting in $850,000 for pumps we would be talking in the neighbor- 
fod of 4 to 10 million dollars for a pumphouse. We said before 
we will consider doing this we better be—maybe this is what we should 
have said first, but we said it at any rate at this point—we better 
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find out whether this thing makes any sense or not. Is this a sound 
project ? 

I had a long series of discussions with the Pakistan Government on 
this subject and told them that I was completely unwilling to recom- 
mend further involvement in this project, at least until we could have 
findings on two general counts, those findings to be made by compe- 
tent, qualified people. The first was the soundness of the engineering 
and design for the pumphouse itself and the obtaining of adequate 
design for it. Thesecond was a broad scale technical, economic survey 
of the soundness of the entire project concept. 

I talked about this with the Prime Minister. The Prime Minister 
was very disturbed about this. He was disturbed, going back to what 
I said in the first place, because of the political complications here. 
This was 1 of the 2 major development projects which had been 
ee to the people of East Pakistan. The Government of East 

akistan had already invested a great deal of money in this project 
and effort largely in the construction of canals which were to be filled 
by water from the river pumped by the pumps. Dozens of miles of 
canals had been dug, people’s property had been preempted, there was 
no way to hide any slowdown on this project. The Prime Minister 
was therefore quite anxious to proceed, that somehow we must pro- 
ceed. I said in my opinion we needed to find out, we certainly had to 
find out before we could consider investing any more money and I 
thought he ought to find out before he invested any more money 
whether this was or was not a sound proposition. 

He finally agreed that this was probably right, although he did not 
agree to the extent of stopping work on the Pakistan side. They 
continued with work on canals just the same. 

This then led to our decision to undertake two surveys as I mentioned 
to try to find out what about this project. We had those two surveys 
made. They have, I believe, been made available to the staff of 
the committee. We are now at the point where we have to decide 
what further we say to the Government of Pakistan about this project. 

My own conviction on it is we do not have enough evidence to justify 
putting more money in this project. I do not think there is enough 
evidence to justify the Government of Pakistan putting any more 
money in this project. 

On the other hand, it is the kind of thing which is exceedingly 
difficult for the Pakistan Government to measure because they have 
to measure it not only in technical and economic terms but in political 
terms. It is quite conceivable to me that despite what doubts there 
may be on the technical and economic side, the Government of Pakistan 
may very well say we have to do it even though it is not absolutely 
certain to pay off. 

In trying to evaluate the economic benefits you get into a very com- 
plicated question. For example, suppose that this project would en- 
able them to produce a given additional amount of rice and let us 
say the cost of production of that rice over a given period of time 
would be higher than the cost of imported rice. You would say that 
is uneconomic. But it is not necessarily from the point of view of the 
Government of Pakistan if they do not have foreign exchange. In 
other words, it may be cheaper for them to pay more in rupees for 
rice than to pay less in dollars. Particularly in rice they cannot de- 
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pend on Public Law 480 because the surplus of rice has been decreasing 
generally and there has not been enough under Public Law 480 to meet 
demands for it around the world in contrast to wheat. Ido not know 
what they are going to do about it. I think this is a sort of general 
background of this project. We will be glad to answer more specific 
questions about it. 
. Dr. Morcan. How much money have we put into this project to 
ate? 

Mr. Bex. Total obligations have been $2% million. All of that 
has not been spent. 

Mr. CutrerFreLp. It shows total expenditures $1,176,000. 

Mr. Bex. That is correct. 

Mr. Cutperrietp. Through June 30, 1958. 

Dr. Morgan. Mr. Bell, a I understand the final designs and engi- 


oe studies of this project at its origin were the ee - 


the Pakistan Government on the advice of the engineers of the F 

Mr. Bet. Yes. 

Dr. Morean. ICA went along with this procedure and these de- 
signs at first ? 

Mr. Betz. Yes. 

Dr. Morcan. What was the date when ICA began to get alarmed 
about this? 

Mr. Bett. The chronology was that the agreement to finance the 
pump construction took place in January 1954. I think you could 
say that in early 1956 we began to be concerned about it because at 
that point we said we have got to do the design for the pumphouse, 
recognizing at least that much of an inability on the part of the 
Pakistan Government. 

Dr. Morean. Is that when we sent in our first engineering team ? 

Mr. Betx. They provided by amendment of the contract that the 
design would be done by the Japanese firm which had gotten the con- 
tract for building the pumps. 

Dr. Morean. When did Jenks & Ballou go in? 

Mr. Betu. That was after my recommendation, which was in 1957. 
We had raised this project with Washington in May 1956, and there 
were no further commitments of funds to it after 1955. 

Dr. Morgan. When were the funds first committed to build the 
pumps ? 

Mr. Bett. In 1954. 

Dr. Morean. The pumps have been in the Japanese storage house for 
how long ? 

Mr. Bett. Lam not sure. All have been completed. There are three 
pumps. (All three are now in storage in Japan.) These are specially 
designed pumps that take a long time to build. I have at least strongly 
recommended they not be transported from Japan to East Pakistan 
(1) because the pumphouse was not built, (2) because they did not have 
adequate storage for it, and (3) I did not think it would be taken care 
of if it got there. I thought it would be much more desirable to be 
stored in Japan. The Pakistanis said, give us the money to build a 
warehouse, and we will put it init. Isaid “No.” 

Dr. Morean. From your observation during your service in Paki- 
stan, is it your opinion that the Government of Pakistan will be forced 
to go ahead with this project even though we pull out? 
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Mr. Bett. There would certainly be very strong pressure on them to 
do so. It is a very hard thing to judge as to what the actions will be 
with the new Government. I would think there would be very strong 
pressure. The concept of this project, the basic idea of it is a very ap- 
pealing one. I might mention in this connection that the United Na- 
tions Technical Assistance Board agreed to provide Pakistan with 
the contract services of Julius Krug and his associates to do a study 
on floods in East Pakistan. They made an initial survey in the area 
and came to me to talk about Ganges-Kobadak. Mr. Krug was suffi- 
ciently impressed with the concept of it without in any sense endorsing 
whether the engineering had been really studied through, but the con- 
cept of it, he thought, was sufficiently good that he came back to Wash- 
ington and as a private citizen urged ICA to look with sympathy at 
this thing. He felt that if it were to be done right, there ought to be a 
very large and very capable engineering firm hired to do it. He 
thought the concept was right. 

It is of course a very appealing concept. I do not think the studies 
to date have proven that it isa bad one. They simply have not proven 
that the design and engineering and plans for this have been ade- 
quately pursued to enable one to reach a complete conclusion. 

Dr. Morean. You feel if ICA should go ahead and build the pump- 
house there would be doubt in your mind as to whether the project 
would work out? 

Mr. Bex. There is doubt. I am not for ICA building the pump- 
house. I am for telling the Pakistanis, here are the reports, make up 
your mind what you want to do. I do not mean make up your mind 
to ask us for assistance. But there is not an official position yet on 
this point. 

Dr. Morcan. What sort of engineers would the FAO have on a 
project of this kind? 

Mr. Bet. Their chief party was a very fine gentleman who is a 
Dutch citizen named Van Blomenstein who had been engaged in large- 
scale irrigation projects in Indonesia before he came to East Pakistan 
for FAO. He was the chief of the FAO party. I am not capable to 
pass on his technical competence but I can say he is one of the most 
dedicated men to a concept I have ever seen. Anybody who will spend 
8 years of his life living in the upper reaches of East Pakistan for the 
sake of trying to improve the lot of the East Pakistanis is a man 
willing to give a great deal for his belief. 

They have had French engineers, some Dutch engineers, they have 
had some agricultural economists they have retained. Van Blomen- 
stein’s complaint is he has always had to operate on a shoestring, that 
he recognized the need for more detailed investigations, had out- 
lined what detailed investigations needed to be made, but he had to 
proceed on the basis of which people he could cajole into providing 
money because what FAO would give him for work in Pakistan was 
very limited indeed. 

Dr. Morcan. You could not give us technical background on his 
ability ? 

Mr. Bex. Perhaps Mr. Blackie or Mr. Arnold could. 
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STATEMENT OF E. E. BLACKIE, BLACKIE & WOOD, CIVIL AND 
CONSULTING ENGINEERS, SAN FRANCISCO, CALIF. 


Mr. Buacxie. He was in Indonesia and one of the members of our 
team went to Indonesia just after he left, was there for 22 months 
trying to clean up that project. I do not know. 

‘Dr. Morean. Is it customary that the ICA take on a responsibility 
that involves expenditure of United States funds on the recommen- 
dation of a study by FAO without making our own survey ? 

Mr. Betz. I do not think it is customary or do not think it is de- 
sirable. I would like to quote from my report to Washington on this 
project in September 1956. I said: 


The Ganges-Kobadak project is probably the most outstanding example in 
Pakistan of how a project should not be conceived and executed. This is an 
object lesson not only for the aid-giving agency, but for the Government of 
Pakistan itself. The project suffers from lack of identification, Central Gov- 
ernment identification, for control of the project. It also suffers from a curious 
admixture of participation in which FAO is involved with Dutch personnel, 
Canadians are involved with Pakistan subcontractors, and ICA is involved with 
Japanese and French subcontractors. The organizational structure within the 
Pakistan Government is confused, and as a result the project is badly out of 
phase. The outstanding example is perhaps provided by the fact that under 
ICA aid construction of pumps and design for the pumphouse are being done 
by a Japanese firm, but no action with regard to the construction of the pump- 
house has been taken by the Pakistan Government. 

That is a direct quotation from the report. 

Dr. Morcan. What was the date of that report ? 

Mr. Brix. September 1956, September 2. 

Dr. Morean. If the Pakistan Government goes ahead and builds 
the pumphouse, are we still going to furnish the pumps? 

Mr. Bett. We have committed ourselves to rntsh the pumps. I 
would assume we would furnish them if and when they built the 
pape Mr A I do not know myself; I am under the impression, per- 
1aps Mr. Arnold or Mr. Blackie can correct this, I am under the im- 
pression these are not pumps which you can readily use for anything 
else. It may not be correct. 

Mr. Buackie. Very special pumps. 

Mr. Betx. Yes, use them for this or scrap them. 

Dr. Morean. Thank you, Mr. Bell. Mr. Chiperfield. 

Mr. Currerrretp. Thank you, Mr. Chairman. 

I want to ask Mr. Blackie 2 or 3 questions, but I would like to talk 
with you for a moment before doing so. I believe, Mr. Bell, you told 
us you were to be consultant to the program in Pakistan next year 
that is to be presented to this committee. Is that right? 

Mr. Betu. Yes. 

Mr. CurrerFietp. You said you wanted to get off early last night 
because that problem was being brought up. 

Do you not think, Mr. Bell, this presents an opportunity to review 
this entire program in Pakistan and see just where we stand ? 

Mr. Beuu. I think there is this opportunity. I think the opportu- 
nity arises principally out of the fact that the whole Government of 
Pakistan has just been fundamentally changed. I think that the new 
Government is going to be under some compulsion to show some results 
fairly rapidly. 
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Our people in Karachi are talking with the new Government there 
about ways and means for trying to organize themselves better to 
tackle some of the fundamental economic problems, none of which is 
easy to solve. 

Mr. Cutrerrretp. Do you think this new Government presents a 
climate which will be better to work in than before? 

Mr. Betu. Yes; I think so. This Government has what no preced- 
ing Government in Pakistan has ever had and that is some reason for 
confidence in its ability to hold office. Problems of economic develop- 
ment are such that you do not normally show results quickly. Poli- 
ticians in power in Pakistan have been confronted with the necessity 
of making a showing of something in order to face the test of office 
within 2 or 3 months. They could not count on being in 3 months or 
6 months. No stability of tenure for the executive under the old 
system. I think this system of tenure relieves them of many of the 
problems confronting the old Government. 

Mr. Cutperrre.p. Considering this new program, is there not an 
opportunity for concentration of a program as we discussed yesterday ? 

r. Bry. I believe the opportunity exists and I hope it will 
explored. 
Ir. Curerrrretp. Especially since with the new Government you 
can start new. 

Mr. Beuu. That is right. 

Mr. CutrerFreLp. Would it not be better to complete some of these 
programs that we have been discussing rather than trying to create 
new programs? 

Mr. Betz. I am not suggesting “new,” other than one thing. I 
would strongly support any new proposals which looked like they 
had some hope of helping on the agricultural problem, the food prob- 
lem. That issoserious. It costs us $100 million a year because of the 
failure to increase food production by an amount of 15 percent. That 
is what it costs us. If we can spend any money to make a little 
progress on that, we should do it. I think that is one reason why we 
were hopeful this project would be worth while. 

Mr. CurrerFrreLp. We know that the ICA is accustomed to coming 
before this committee and giving us illustrative programs. I respect- 
fully suggest that we do not need any more illustrative programs for 
Pakistan. I think that we have some very illustrative programs that 
have been presented, and they are all bad. I do not say that face- 
tiously. I understand the difficulties with which you have been faced. 

Let me ask you another question. Since the United Nations first 
interested themselves in this program, do you think that we could look 
to the United Nations for any further help in this matter? 

Mr. Bet. I think that the FAO will continue to contribute within 
its limitations to this project, but they do not have money for capital 
assistance. They can only provide technical assistance. I believe that 
their budget for Pakistan is $100,000 a year, and it’s obvious they are 
not going to finance any multimillion project with that. 

Mr. Currerrretp. May I ask Mr. Blackie 1 or 2 questions? In 
your judgment, was the powerplant properly designed to run the 
pumps? 

Mr. Buackre. I would think so. 
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Mr. Currerrietp. Was there any question that they did not have 
the proper voltage? 

Mr. Buacxre. That was corrected. 

Mr. Cuirerrietp. To run the particular type of pump. 

Mr. Buackie. The original generators were designed for 60-cycle 
current and they had to be converted to 50 cycles. That was done by 
the Westinghouse Electric Co., and Mr. Patton, the engineer for the 
Colombo Plan in that area assured us they were entirely capable of 
handling that pump. There might be some trouble starting the third 
pump because you have a great inrush of current when you start the 
pump, but the pump impellers are of variable pitch, and you can 
change the angle just the same as they do on an airplane propeller 
so that they require practically no power, so for a short time you can 
cut back on the consumption of the other two and get the third one 
started, and you can get the third one working. 

Mr. Curperrretp. What did the survey disclose as far as the size of 
the pumps was concerned? Were they too large? 

Mr. Buacxie. I do not think they are large enough. 

Mr. CurrerrreLp. You do not think they are large enough? 

Mr. Buacxig. No. 

Mr. CurrerFieLp. We were told that they could pump as much water 
as was going down the Potomac River. 

Mr. Bracke. I do not know how much goes down. They are 1,000 
CUSEC pumps, cubic feet per second. 

Mr. Cureerrretp. What would you say as to the design of the irri- 
gation canals? Were they properly designed to do the job? We 
were told something about the problems of seepage and whether they 
would stand up or not. 

Mr. Buacxie. I think that there is going to be very heavy mainte- 
nance on the canal initially. It will require some work to make them 
stable. Seepage is going to be quite heavy and for that reason the 
pumps which are designed with no seepage allowance are inadequate 
to supply all the land with the required water. 

Mr. CureerFtetp. Do you think that we can build a proper pumping 
station there with a proper foundation that will do the job? 

Mr. Buacxie. I think so. 

Mr. Currerrtetp. What is the estimate of cost ? 

Mr. Buackise. We prepared an estimate of cost of $7 million. There 
is some possibility that the foundation might be a little worse than 
we assumed. The loads on them would be pretty heavy. 

Mr. CutrerFte. Is the contour of the land in this area such that a 
project of this character will do the job? 

Mr. Buacxre. I think so. If I had been there at the start and had 
had the say I would have located the canal at a little lower elevation. 
The topography of the land in the delta is a series of saucerlike basins 
with rims up to 20 feet higher than the low point of the saucer. These 
are separated by channels of old rivers. In one instance they pro- 
pose a dam to cut off a river that would have to be about 68 feet high 
from the bottom of the foundation to the top of the embankment. 
There are lesser ones, one of which was under construction when we 
were over there about 28 feet high. 

Mr. Cutrerrtetp. What do you think of the cost-benefit aspects of 
this project? 
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Mr. Buacgie. I think they are very marginal. If you could trans- 
plant that same land and water supply to the Western United States 
it would be everything anyone could ask for, but there are so many in- 
tangibles over there, sociological and economic things that have to go 
along with the use of the water in order to make it produce as it can. 
I think it will be quite a chore to put those across. It is going to take 
considerable time. 

Mr. CarnaHAn. I would like to continue the questioning just a little 
further regarding the amount of water in the canal. In your opinion, 
the pumps were designed to supply a minimum requirement of water 
through this irrigation project ? 

Mr. Buacxte. They were designed to supply the estimated amount of 
water that would have to be delivered to the fields. No provision was 
made for any losses in getting it from the pumps to the fields. 

Mr. CarnaHAN. That is even with the size of the pumps there was 
no allowance for seepage ? 

Mr. Buacxie. No allowance for it at all. 

Mr. Carnauan. Regardless of whether the pumps would be 3 of 
the size they are, or 10 or 12 smaller pumps, the same amount of water 
would have to go through the canals? 

Mr. Buackre. Yes. 

Mr. CarnaHAn. So the size of the pumps really has nothing to do 
with what is going to have to be done to the canals? 

Mr. Buacxie. No. It is our opinion that some of the canals will 
have to be lined to prevent excessive seepage and possible failure, and 
in order to fit in with what they had already done in the matter and 
planned on we thought that with some pumps on some drainage canals 
that came in close proximity to the canals, and pumps from wells yet to 
be drilled, that the seepage losses could be made up in that way and 
with a minimum dislocation of what had been planned and built, and 
also at minimum cost. 

Mr. Carnauan. Well, would you think it wiser to continue the 
project with the three big pumps, or to design a dozen or so smaller 
pumps ? 

Mr. Brackie. I would definitely say continue with the big ones. 

Mr. Carnanan. I believe you said that the benefit ratio was mar- 
ginal. Was that the word that you used? 

Mr. Buackie. Yes. 

Mr. CarnaHan. What do you mean by that? 

Mr. Buackte. Well, the people there have never had any experience 
in irrigation. They have to te taught how to use the water. They 
have to be taught how to use fertilizers. They have no finances with 
which to buy fertilizers. There is no way of borrowing money. All 
those things have to be considered. If they raise more rice, which 
covers 80 percent of their area, they are going to have asurplus. They 
have to have farm-to-market roads and warehouses and a lot of things 
in addition to irrigation systems. Most of those intangible, indirect 
things, are not included in any estimate we made. We were, I guess, 
controlled by what we would do in this country—that the county or 
the state would build the roads and they would not be a part of the 
irrigation project cost. 

Mr. Carnanuan. Do you believe the project in the overall is feasible 
and should be completed ? 
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Mr. Buackie. Well, as I told the Secretary of Irrigation over there 
on the day we left, I did not think the thing would work technically 
and that it was unsound as it was being built. It could be made to 
work, but it would cost more money. 

Mr. Carnauan. What do you mean by “it could be made to work” ? 

Mr. Buackir. There would have to be some additions like the lining 
of the canals, and additional water would have to be provided. Some 
of the banks would have to be strengthened. 

Mr. Carnanan. In your opinion, how much additional cost would 
that involve? 

Mr. Buacxre. I would say in the neighborhood of maybe 15 or 20 
percent. 

Mr. CarnaHAan. Additional cost ? 

Mr. Buackre. Yes. 

Mr. Carnauan. Above the $7 million for the pumphouse ? 

Mr. Buackte. No. That is for the total project. We come up with 
an estimate of 267 million rupees. That is $56 million or $57 million. 
That is the total of all costs for the project. That is based upon a $7 
million pumphouse. 

Mr. Carnanan. And again I ask you, do you believe that the techni- 
cal corrections should be made and the project should be continued ? 

Mr. Buacxtz. I do not really know how to answer that. I think 
that a lot depends upon policy because if the Government has to sub- 
sidize this in the early years, all the expenditures will be made and 
the returns will only gradually come up to the place where it will be 
anywhere near in balance. If that is added to the capital cost it is 

oing to take a considerable amount of money on which there will 
be no return. But the best that we could foresee, it being done in the 
way of increased production, it would take from 65 to 75 years before 
it could pay off the thing. 

Mr. Currerrrecp. How in the world does a pumphouse cost $7 mil- 
lion? Are you going down to China? 

Mr. Buackie. We are going down about 70 feet in the ground and 
down about 65 feet below flood level in the river, and the pump plant 
is several hundred feet long. It isa great big thing. 


STATEMENT OF EDWIN H. ARNOLD, DEPUTY DIRECTOR FOR 
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Mr. Arnotp. Here is a picture showing the size of a man at the 
pump. Here is the size of the pump [indicating]. There is no pump 
in America bigger than that except in Cincinnati for flood control. 

Mr. Carnauan. Do you know of any uses that could be made of 
these pumps if they were not used in this project? 

Mr. Buacxte. No, sir. A pump is designed for a specific head and 
a specific quantity of water, and to find another place where they have 
exactly these conditions is nearly impossible. When you get up to 
the large size I say it is impossible. 

Mr. CarnanHan. What percent of their cost would they be worth if 
they are junked ? 

Mr. Briacktr. Possibly 10 percent; maybe more. 
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Mr. Carnauan. I would like to talk to Mr. Bell briefly if I may. 
Is FAO still supporting the project ? 

Mr. Betz. Yes. 

Mr. Carnauan. Do you happen to know, or could you evaluate 
upon what ground they are oun ASN the project ? 

Mr. Brut. I think their support of it arises from their belief that 
this thing can be made to be effective, and if it is made effective a 
broad view of political and economic benefits indicates it is worth it. 

As Mr. Blackie was suggesting, it is to some degree always a mat- 
ter of definition as to what is a benefit, when will it pay off and when 
would you have to amortize it, as to whether it is a profitable or a 
nonprofitable proposition. I again think that it would be influenced 
by their general concern over the shortage of food. The nature of 
their interest is in meeting food shortages. Perhaps they are also 
influenced by the length of their involvement in it. 

Mr. Buacxie. I think also there is a considerable desire to improve 
the standard of living in the country. At the present time it is near 
the bare subsistence level. One square meal of rice a day is about 
average. 

Mr. Bruu. The dietary intake of Pakistan as a whole—and East 
Pakistan too—is somewhat less than the World Health Organization 
recommendation as a basic minimum. 

Mr. Carnanan. In arriving at the benefit to cost ratio, was the 
elemént of the ability to buy the rice in mayors as compared to pur- 
chasing it in dollars taken into consideration 

Mr. Buacxre. No; we used current prices in rupees in evaluating 
the benefits. 

Mr. CarnaHan. So the ratio would be less favorable if you had to 
translate it into supplying the rice with dollars? 

Mr. Buacxte. Yes. They have to import several hundred thousand 
tons of rice on the average each year. 

Mr. Beuu. I talked to Mr. Blackie about this point before he went 
to Pakistan. We agreed, I believe, it was really asking too much of 
the engineering firm to make any appraisal of the relative benefits 
in terms of foreign exchange ae they should make their com- 
parisons in terms of rupees costs. 

Mr. Carnanan. But it isa fact that it would bea major factor ? 

Mr. Bex. It would be a major factor in the judgment of Pakistan, 
certainly. 

Mr. Rissenann: Was the fact that a portion of the cost of the project 
is a gift taken into account in computing the benefit cost ratio as far 
as Pakistan is concerned ? 

Mr. Buackre. No. We figured all money furnished by this Govern- 
ment and the Canadian Government and FAO would be a part of the 
project cost. It is my understanding—and I may be wrong—that this 
is a loan from the United States and not a gift. Am I right on that? 

Mr. Betz. What has been provided to date is in the form of grants. 
If we were to provide additional financing for this project hereafter 
it would undoubtedly have to come out of the Development Loan Fund. 

Mr. Carnanan. Is ita grant as far as the Canadian Government is 
concerned ? 

Mr. Bex. Yes. 
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Mr. Carnauan. That factor has not been taken into consideration 
then in figuring benefit cost ratio ? 

Mr. Betz. No; this was figured on a hard basis. 

Mr. CarnaHAn. Would that affect the benefit cost ratio materially, 
so far as the Pakistan Government is concerned ? 

Mr. Bretx. The Canadian contribution, I think, is approximately 
$3 million. 

Mr. Buacxkre. That is about what they have put into the project. 
We got figures from their resident engineer there, Mr. Carnahan. The 
project would not look quite so bad then—the benefit-cost-ratio figure— 
on the Pakistan contribution alone ? 

Mr. Buacxie. You would take about 10 percent off the total cost. 

Mr. Carnauan. Do you mean that 10 percent is furnished outside 
of Pakistan and Pakistan is furnishing 90 percent of the cost ? 

Mr. Buacxie.. That is the present setup, yes. If we did go into the 
pumphouse that would change those figures. 

Mr. Betu. Here is another factor which will influence the judgment 
of the Pakistan Government, and that is the question of employment 
and what employment is worth from a political and economic point 
of view. Here you have masses of people where underemployment is 
the rule and unemployment is the rule, and it may well be that the 
expenditure which is made for hand labor is something that they 
would have to pay in any case. The Government might have to spend 
the same amount for labor whether they were building this project 
or not. 

Mr. CarnaHAn. You would not just confine it to the building of 
the project? Would it not affect labor if they were going to pieteni 
2 crops in a year instead of 1? 

Mr. Betu. That is correct. 

Mr. Buacxiz. The present figure is an average of about 50 percent 
unemployment throughout the year. 

Mr. Brew. A great part of this project is the digging of the canals, 
largely done by hand. It is really fantastic to see the way it is done 
with people working for roughly 30 cents a day, 10 hours a day, dig- 
ging dirt. A large number of those people have to be provided with 
occupations in any case, and the Pakistan Government looking at it 
might say this is an expense we are going to have anyway. 

Mr. Carnanan. And if they are not employed they still eat. 

Mr. Brew. That is true. 

Mr. CaRNAHAN. You do not recommend that we underwrite the 
building of the pumphouse, I believe you said ? 

Mr. Brix. I will say two things, if I may. One, there has been no 
decision on this in the executive branch of the Government. My 
personal feeling about it is that we should turn this over to the 
Pakistanis and let them make their own decision and do their own 
handling of the project. 

Mr. Carnanan. And if it does develop that it is not within their 
capabilities to build the pumphouse, then you think that we should? 

Mr. Bru. I would urge, if I were sitting there and they decided 
they wanted to go ahead with it, them to make a contract with the 
engineering firm to do it. I do not believe that they have the capability 
to do it by themselves. 

Mr. Carnanan. Is there incompetency in technical skills, or money 
to pay for it? 
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Mr. Bexu. Both; there is a lack of both. They have to decide where 
they are going to put what resources they have for development. I 
think that there would be strong political pressures on the Govern- 
ment, if Pakistan internally could make a decision, which argued for 
this kind of expenditure as against others which might be economi- 
cally better but which would not have the same political value. 

Mr. CarnaHAN. So you think it is within their capability to pay 
for the project if they want to build a pumphouse? 

Mr. Betu. Well, I would say, Mr. Carnahan, it is not within their 
capability to pay for it unless one assumes they keep getting the 
economic assistance from the United States. Their economic situa- 
tion is such that they cannot undertake much development without 
continued outside assistance. It is a question of whether you are 
doing it directly or indirectly. 

Mr. Carnauan. Whether we are going to build the pumphouse or 
whether they are going to build it, we will pay for it? 

Mr. Bett. That is correct. 

Mr. Buackre. Along that line we estimated the foreign currency 
required to build the pumphouse would be $3,894,000, and that the 
local currency was $3,106,000. 

Mr. CarnaHan. Would we be involved in feeding the people who 
might otherwise earn a living if the project is completed? Will we 
spend a comparable amount of money on Pakistan whether the 
project is completed or is not completed ? 

Mr. Betz. In all probability we will. 

Mr. Carnanan. The Jenks & Ballou concern worked just with 
the design of the pumphouse? 

Mr. Betz. That is correct. 


Mr. Carnanan. Did they make any recommendations other than 
building the house for the three big pumps. 

Mr. Bett. It is a little difficult for me, frankly, to understand what 
their recommendations were. 

Mr. Arnoxp. I think if the truth were known there were no definite 
specifications to which the builders of the pumps addressed themselves. 
The records are very meager as to what took P ace and no information 


is available. We have gone back to 1950 and searched every conceiv- 
able record in all parts of the country. My guess is this is what hap- 
pened—they needed 1 billion gallons of water a day and they asked 
for competitive bids on supplying that amount of water. That is 
what I think happened. Whether it was done with 20, 50, or 100 
pumps, or 3 pumps, I do not think the FAO at that time gave much 
consideration to. Most of the references in all of the studies that 
have been made of this thing are agricultural studies, the soil condi- 
tions, and crop rotation, and not enough has been given to the 
engineering aspects of it. Does that answer the question? 

Mr. Carnauan. The Japanese firm, or firms, that agreed to supply 
the three pumps came up with their own ideas? 

Mr. Arnoxp. I am sure that is the case. They are good pumps. 
They are well designed, and if properly setae and if proper 
eraaine are in there, they will work. There is no question about 
that. 

There is one thing that has bothered me from the outset on this 
thing, and I am sure it bothers Mr. Blackie, and you would probably 
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like to ask him about it, and that is, the intake. This pumphouse was 
designed in Japan. It was designed with no flow studies. It was 
designed with no silt studies. It was designed as though it could be 
put in Washington or anywhere. Then somebody had to figure out 
what to do afterward. If my interpretation of this is right, they are 
taking water out from the bottom of the Ganges River; they are not 
skimming it off the top, where the lesser amount of silt is. The 
FAO mentioned way back in 1954 that it presents a pretty serious 
problem, the getting of silt and sand into the turbine blades of this 
huge set of pumps. I do not think that a sufficient amount of study 
has been given to just what is going to constitute a good intake. 

Mr. CuiperFievp. We built a national airport by pumping the water 
out of the river here. 

Mr. Carnanan. Is the project of enough importance to Pakistan 
so that a new start should be made to accomplish the irrigating of 
the number of acres of land even though it requires the scrapping of 
these pumps and the pumphouse and accomplishing the objectives 
some other way ? 

Mr. Arnotp. Mr. Carnahan, I am not the one to make any political 
determination whatsoever. We have others who have experience in 
that field. I would say this, from all the evidence the powerhouse is a 
creditable one. The pumps can be made to work. Whether there 
should have been 20 pumps or 3 pumps ordered 5 or 6 years ago is 
very debatable in my mind. In my opinion the next thing that should 
be done is to have borings taken up and down the river. Mr. Blackie 
may not agree with me, but certainly we must have adequate soundings 
and borings for this foundation design. It may be a shot in the 
dark, but it may be that we will find a water-bearing strata of this 
alluvial soil when it was placed down there millions of years ago, or 
hundreds of years ago. I think that there might be ways in finding 
more water, either by a different type of design after we have seen 
how this thing works, or with the most optimistic viewpoint, there may 
be underground water. If that could be done it would simplify our 
problem quite a bit. 


Mr. Carnauan. Are we to feel that you think the project should be 
completed ¢ 

Mr. ArNnotp. That is a political decision. I think it is one that we 
should not start over again. We should use what we have. 

Mr. Carnanan. That is what I wanted to know. 

Dr. Morean. Mr. Arnold, if you were successful in finding an ade- 
quate water supply and if tube wells would work, should we go ahead 
with the project 

Mr. Arnoxp. I certainly think we should. I do not know whether 
you have read this report or not, but each one of these pumps will 
supply a sufficient amount of water to supply four cities like Wash- 
ington. This is for 1 billion gallons a day, and Washington uses only 
231 million. Each pump would empty the Potomac River in its normal 
flow, and that gives you some idea of the magnitude of these things. 
They are there. A lot of money has been spent for them. Maybe the 
ratio between the cost of the pumps and the pumping station is pretty 
high. Maybe when someone has been delegated to get this silt out 
of the intake and make an intake settling basin, there would be some 
changes they would recommend, but I think so much time and thought 
33414—59——_15 
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has been put into the powerhouse, which is ready to go, that the pres- 
ent pumps should go ahead. I think because of the magnitude of these 
pumps there are too many eggs in one basket. If one pump fails you 
have almost cut the capacity in half. One-half of your water supply 
is off because it will take one complete pump to supply the seepage 
in these canals up and down the irrigation system. That has not been 
computed in the design of these pumps. I doubt very much if Mr. 
Blackie wants to double the size of the pumps. What he wants is 
more water, not bigger pumps. Is that not right? 

Mr. Buacxiz. They have quite an investment. We should utilize 
that with the minimum expense. 

Mr. Carnauan. The Tudor Engineering Co. were concerning them- 
selves with the overall project and not confining themselves to the 
pumphouse necessarily ? 

Mr. Arnotp. That is right. The pumphouse was looked at in the 
Jenks and Ballou report more particularly. 

Mr. CarnaHan. Do you feel at the present time the engineering 
aspects of the overall project, including the pumphouse, are pretty 
well in hand? It is pretty well understood what would be required ? 

Mr. Arnotp. I would qualify that by saying that a lot of borings 
have to be made. Somebody has to be satisfied that the intake is ade- 
quate. I am not satisfied. I doubt if Mr. Blackie is. 

Mr. Carnanan. That is one of the points that you have arrived at 
through your engineering studies? 

Mr. Arnotp. That is right. 

Mr. Brackre. I have had experience with intakes from the Sacra- 
mento River, which is not nearly as big as the Ganges. We have a 
plant that was put in there in 1918 and we get a little deposit at the 
very entrance. On that basis, I do not anticipate as much trouble with 
the intake channel as with the maintenance out in the river. The sand- 
bars move. A French firm by the name of Cotha made an analysis of 
the movement of those sandbars and they figure once in so many years 
they are going to swing from one side to the other. How they arrived 
at it I am not quite able to follow. 

Mr. Betu. They do move. 

Mr. Buacxtie. Oh, yes. 

The Ganges River, 400 years ago, went past Calcutta and now it is 
miles and miles away. The Garai River, which forms one of the 
boundaries of the project, for a distance, is only 125 years old. That 
is a big river as we know them here. 

Mr. Arnoxp. I think the committee ought to know at that particular 
point the Ganges is stabilized because of the railway bridge there. 
They had to bring in the rock from 400 or 500 miles away to make the 
riprap up and down the river. If additional units are going to be 
added, you are going to have a stabilizing problem down the river. 
That is why it would be so fine to find some underground water. 

Mr. Bracke. I would like to say in connection with that that con- 
siderable investigation has been made in 3 years’ time, I think by 
former employees of the United States Bureau of Reclamation and the 
Geological Survey in the vicinity of Lahore in West Pakistan. I had 
an opportunity to examine quite a number of the well logs. They were 
proposing to put in this tube well system of some 1,600 wells, and they 
were not much different, as well as I could see, from the wells that 
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were put down in this area. So for that reason I think that you can 
get idvaiite water. Nobody has yet found any gravel in that country, 
and there are some wells down several hundred feet. You would 
have to have a gravel-enveloped type of well. The hole would only 
be 30 inches in diameter and inside you would put a steel casing that 
is 20 or 24 inches and fill the space in between with fine gravel making 
a filter to prevent the fine sand from being pumped out when you run 
the pumps. They estimated in the vicinity of Lahore with 300-foot 
deep wells of that type they could get around 4 cubic feet per second 
from them, and that is about 1,800 gallons a minute. 

Mr. Bett. That survey that you are referring to is one of our proj- 
ects. It has taken us 3 years to do the survey work to determine what 
the ground water potential is at West Pakistan, and there simply have 
not been comparable studies in East Pakistan. Do you suggest that 
they might have similar results? 

Mr. Biackre. We got all we thought we could get. We took a trip 
up through India. Our man in Calcutta tried to get some statistical 
information and had quite a battle. In New Delhi we were very fortu- 
nate. The ICA representative in charge of engineering, Mr. Folsom, 
has been there about 5 years and knew all the Indian officials very well, 
and we had no trouble at all. They gave us anything they had. We 
told them that we were not after secrets, we just wanted to get pub- 
lished dope. They have had over a hundred years of experience in 
irrigation around there and we wanted to find out something on the 
rate of developments and then we went on to Lahore, where we were 
also fortunate in contacting a man that had been there 5 years and 
knew all of the ins and outs of the people and he took us right straight 
throughout and it was easy going. 

Incidentally, we looked over this well project and we felt there had 
to be wells here to prevent waterlogging. If you grow rice with water 
standing on the land, soon that land will be waterlogged. These wells 
will serve the dual purpose of reducing, if not eliminating, the water- 
logging as well as providing the additional water not provided in 
the original plans. It is a thing that we do a great deal of in the 
West. The whole San Joaquin Valley is irrigated from pumps. 
Even where they have the Friant-Kern Canal in the Central Valley 
project, a lot of that water in the winter time is dumped into natural 
stream channels to percolate underground. Some of the public dis- 

tricts, political pubbdicviabaien under the irrigation district act to the 
north of the southern end of the valley—from Fresno north par- 
ticularly—had more water than the natural drainage facilities would 
take care of. The water table came up so that they had lakes. They 
put in wells to augment their supply and lower the water table and 
everything is under control. 

I had a small district one time down in the San Joaquin Valley. 
They had all of the gravity water they wanted but the water table 
was staying too close to the surface all the time. We put in a well to 
a section of land and we then could control the water table as we 
wanted to. The water would come up in irrigation season and kill 
the taproot. Now they can do anything they want to with it. 

Dr. Morean. Mr. Merrow ? 

Mr. Merrow. Thank you, Mr. Chairman. 

From what you have just said, I would conclude it is necessary to 
build these tube wells if this project is put into operation. 
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Mr. Buacxie. I think so, quite definitely. 

Mr. Merrow. You stated previously, I believe, that $65 million 
would be necessary to complete the project. In that $65 million does 
that include the construction of the tube wells? 

Mr. Buackie. Yes, sir; but the figure was $56 million. 

Mr. Merrow. Pardon me—$56 million will cover it. 

Mr. Buiacxie. I wanted to get the record right. 

Mr. Merrow. That is right. 

If it will take $7 million to build the pumphouse—is that the figure 
you have there? 

Mr. Buacxte. Yes, sir. 

Mr. Merrow. How is the rest of this money broken down? Could 
you break it down ? 

Mr. Buackie. Yes. 

Mr. Merrow. We have already bought the pumps. We put $7 
million into the pumphouse. 

Mr. Buackie. We have an estimate of $1,948,000 for the intake chan- 
nel. That is dredging the channel, cleaning the channel, providing 
revetment work along the river, and the roundheads at the entrance. 

Mr. Merrow. With reference to the intake, the intake problem is 
one of taking out silt. It is not the capacity of the Ganges to supply 
the pumps? 

Myr. Buackie. No. There is no apparent reason to believe that the 
Ganges will not supply it. However, there is the possibility that must 
be faced that upstream diversions may ultimately create a problem 
down in the lower Ganges. 

Mr. Merrow. How would upstream diversions come about? By 
action of the Pakistani Government? 

Mr. Buackrr. No; by action of the Indian Government. 

Mr. Bex. This is a real fear which the Pakistan Government has. 

Mr. Merrow. If that happens, then the Ganges might not have the 
capacity to supply the pumps. Is that a possibility ? 

Mr. Buackre. Yes; but Pakistanis don’t blink an eye at that. They 
will take water from the Brahmaputra. 

Mr. Merrow. That could be done? 

Mr. Buackie. That could. It is another tremendous undertaking. 
You have river channels going in every direction in that country. 
The drainage used to be from the Himalayas south down across this 
area. As the Ganges started going east from the Hoogly outlet at 
Calcutta, it began to cut across and intercept the other channels. It 
had overflow channels that went south and overflow channels that 
went east. It was a complicated system of rivers in all directions, 
filled in, partially filled in and has cut up the topography when you 
get into the details of it. 

Mr. Merrow. I just wanted an answer to the question. 

Mr. Brackte. I had $1,948,000 for the intake channel, powerplant 
$3,850,000, complete. 

Mr. Merrow. I thought that was the Canadian powerplant. 

Mr. Brackrr. This is the total cost of the project. 

Mr. Merrow. This is not the cost to ICA. 

Mr. Biackxie. Pumping plant, $7 million, which includes the pumps, 
pump plant. To rebuild the canal system, $12,039,000. These are all 
dollars. 
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Mr. Merrow. Is the canal system almost completed ? 

Mr. Buacxkize. No. It is about half completed. They are doing it 
in what they call two phases: The main canal is about 3 miles long. 
It divides into two main laterals. One is called K-1, and the other K-2. 
K-1 follows down the right bank of the Ganges River to the Garai 
River and thence along the right bank of the Garai until it gets to 
its end, some 45 miles from the pumphouse site. 

The two phases are divided be the Kumar River and a railroad line, 
which is difficult to cross. Then the drainage system, $7,952,000; 
structures on the canals, $6,239,000; rights-of-way, $2,317,000; com- 
munications, that is only communications in the sense that they would 
be necessary for the maintenance and operation of the system, and 
consists of roads, telephone lines, and radio-equipped cars, with an 
estimated cost of $1,267,000; camps and warehouses. They have to 
build houses for all their personnel. They have built some that 
they call guest houses and people like ourselves stayed in those when 
we were out on the job. 

They also house some of their engineers in them. That is $1,- 
458,000. Wells and pumps, $3,971,000; engineering $2,521,000; earth- 
moving equipment, $1 million. That was the stuff furnished by ICA. 

Then finally you have 10 percent on for contingencies, which 
amounts to $5,156,000; to give a total of $56,719,000. 

Mr. Merrow. Thank you. 

What has been invested already? We have paid $500,000 for the 
pumps. The Canadian Government has supplied the powerplant. 
The Pakistanis have helped build the dams. If we were to start now 
and finish it, how much more would we have to put in, something like 
$40 million ? 

Mr. Buiacktr. Somebody will have to put some more in. I have a 
figure here somewhere. I was much more familiar with this 2 months 
ago. We have the actual expenditures, the latest date we could get 
them when we were there. As of May 1958, total expenditures 
amounted to approximately 48 million rupees, about half having been 
spent by the Government of East Pakistan and the balance by various 
foreign aid agencies. 

Mr. CarnaHan. How much in dollars? 

Mr. Betz. $10 million. 

Mr. Merrow. That leaves a balance of $46 million; doesn’t it? 

Mr. Biackre. Yes; that was in May. 

Mr. Merrow. Did your firm draw the specifications for the pump- 
house ? 

Mr. Buackte. No, sir; Hitachi, the Japanese firm made the pumps. 

Mr. Merrow. Their estimate is $7 million ? 

Mr. Arnowp. Hitachi was $4 million. 

Mr. Merrow. Where do we get the $7 million ? 

Mr. Bracxre. This was our estimate on their plans and specifica- 
tions. Also that was assisted to some extent by a local contractor’s 
bid, which was received around the end of May. 

Mr. Merrow. I think you stated a few moments ago that you think 
that these pumps are necessary. I want to ask, if you had been start- 
ing from the beginning would you have recommended pumps this 
large ? 

Mr. Bracxte. I doubt it. 
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Mr. Merrow. You would have made the overall survey as you have 
done and then fitted the pieces together? Is that it? 

Mr. Buackie. Yes. I think we would install smaller pumps be- 
cause we feel that it is going to take at least 25 years before they get 
up to the full use of water and there is no need of having all that 
investment to begin with. Other pumps could be added. The pump- 
house would have to be full size, whatever you put in, but the pumps 
themselves could be installed at intervals as required. 

Mr. Merrow. Were the plans and specifications for the pumphouse 
made at the time the contracts were let for the pumps? 

Mr. Arnoxp. I am sure that is so, because it is especially designed. 
The pumps fit the pumphouse and the house would be no good for 
anything else. 

Mr. Betz. The contract for the pumps was let in September 1955, 
and the contract was amended in January 1956, to include provision 
for design of the pumphouse. 

Mr. Merrow. Were there any engineering studies in reference to the 
well situation and canal situation at that time? 

Mr. Bet. None other than what FAO had already done and exactly 
what those were I am not sure. We didn’t really inquire into it. 

Mr. Merrow. You said, Mr. Bell, a few minutes ago that when the 
specifications came up for the pumps, that apparently we assumed that 
it was a good thing, and approved it. 

Mr. Betx. That is correct; yes. 

Mr. Merrow. Do you consider that to be a major error? 

Mr. Bet. Yes; I think it was a major error. 

Mr. Merrow. In other words, the type of work done by Mr. Blackie’s 
firm should have been done in the beginning before contracts were let 
for anything ? 

Mr. Bett. I think so. 

Mr. Merrow. That is a matter of policy. I would like to know 
when we are going to get to the point where we adopt that kind of a 
policy so we don’t get into a situation of this sort. 

Mr. Bett. I think it is the current policy and it is also required by 
the act. 

Mr. Merrow. It is being done? 

Mr. Betz. Yes. 

Mr. Merrow. This is one of the things that was not done at the time 
but it is being done. 

Mr. Betz. That is one of the reasons for section 517, this kind of case. 

Mr. Merrow. With all the difficulty in reference to this project, is it 
the consensus of opinion that this should go through? Should this 
be handed to the Pakistanis? 

Mr. Brux. I say it should be handed to the Pakistanis and say 
“Here is the report, make up your mind whether you want to put this 
investment in” because they will have to put in a considerable part 
of the investment in any case. 

As Mr. Blackie’s report points out, a large part of this cost is local 
currency cost. It is not all foreign exchange by any means. Even if 
we were to defray all foreign exchange it would still require a very 
considerable investment by the Pakistan Government of its own money 
so they have a judgment to make as to whether they think, from their 
point of view, even if they assumed that foreign currency costs were 
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going to be met by aid, it still involves a large expenditure for them 
which they have to decide whether they want to make. 

Mr. Merrow. If they decide against the project then what has been 
put into this already has been lost. 

Mr. Beiy. We have lost the cost of the surveys and the cost of the 
pumps, which were $850,000 for the pumps, and I have forgotten, the 
surveys were less than a million, but if the surveys have prevented a 
further loss, they have perhaps been good expenditures. 

Mr. Merrow. Then Mr. Blackie, you have said that had you been 
designing this whole project probably you would have come up with 
smaller pumps. However, I think you said you feel the specifications 
for the pumps were correct and it was a good job on this particular 
item. 

Mr. Buacxie. I think the pumps are competent to do the work they 
are supposed to do. 

Mr. Merrow. But everything was not taken into consideration and 
therefore it was probably a mistake to have pumps that large? 

Mr. Buackte. Yes, as I say, personally I would have put in more 
pumps and smaller sizes. I had occasion to design several pumping 
plants, construct them, and if we get an appreciable amount of water, 
we have at least five in ordinary sizes. 

Mr. Merrow. That is all, Mr. Chairman. 

Dr. Morean. Mr. Burleson ? 

Mr. Burteson. Mr. Chairman, is it your intention to finish with 
these witnesses and go ahead with the program you have laid out for 
this afternoon? It isnow 12:30. I won’t take much time as far as my 
questions areconcerned. We have been here 2% hours. 

Dr. Morean. We are going to continue until about quarter of one. 

Mr. Burteson. I shall conform and stop at a quarter to one. 

Incidentally, I wanted to observe Mr. Bell’s comment on East 
Pakistan having 700 people per square mile. It would be interesting 
to have our colleague, Mrs. Bolton, here, to give us a lecture on birth 
control. That is the real problem. We are going to feed them better 
and give them better medical attention, Mr. Chairman, and raise more 
people. I am not suggesting a resettlement program, either. 

Mr. Merrow was questioning the policy of ICA and changes needed. 
I have before me Policy Directive No. 2 of July 8, 1956, by Mr. Hollis- 
ter, who was then the Director of ICA. I think it is significant that 
he starts out with this first paragraph: 

It has come to my attention that the project sector of our programs in certain 
countries has been spread thinly over a wide range of efforts from which few 
significant results are likely to be realized. 

Projects developed in response to the interests and preferences of cooperating 
country or our own officials rather than on the basis of the relationship of the 
activity field and the individual project to the policy objectives of the United 


States and the solution of problems of major concern to the cooperating country, 
diffuse and complicate country programs. 


Mr. Burteson. Skipping on down, he has this to say: 


Fragmentation of programs, whether at the field of activity or project level, 
ean have serious consequences, both from the program and management points 
of view. Program impact and achievement is diffused and delayed by mainte- 
nance of too many activities instead of concentrating available funds and man- 
power on the rapid development and implementation of fewer activities of 
more significant scope and importance. 
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Then further down he says for these reasons he has determined that 
he should avoid taking on activities of marginal significance, and to 
accomplish 3 policies, he has set forth about 3 major revisions, but the 
first one says: 


In any reaffirmation or revision of the fiscal year 1957 operational programs 
and in developing the fiscal year 1958 illustrative program, USOM Directors will 
review each field of activity and project in the country program to— 


and then he lists four paragraphs— 


Evaluate the contribution each can make toward the achievement of United 
States objectives in the country * * *; identify those fields of activity and 
projects which, in light of this evaluation, are either of marginal significance and 
can be eliminated, et cetera; apply the principles of this review, if the 1957 
operational program is revised during the year, and to reflect the full results of 
this review in the 1958 illustrative program. 

I take it that that directive has been followed in Pakistan and in 
Laos, and in all of the programs that we have. I think that your 
response to Mr. Merrow was in the affirmative in that regard. 

Mr. Bretxz. Yes, sir. 

Mr. Burueson. As I understand the purpose of this committee, Mr. 
Bell, it is to inquire into the operations of ICA, with the view to try- 
ing to devise better administration by more efficient methods and to 
revise policy where needed in order to attain desired objectives. If 
I am not correct, I hope my colleagues will correct me. I have been 
a little confused as to just why we are here. I don’t know how many 
people here on the Hill have investigated various projects—the Gov- 
ernment Operations and the House of Lords have looked into a lot 
of things. Numerous inquiries have been conducted. It is not my 
understanding that we should simply inquire into the failures of ICA. 
I am not one who wishes to find fault with ICA alone, without ex- 
amining ourselves who instituted the system under which ICA oper- 
ates. 

If that is a proper preface of our purpose here, then we must do 
more than simply inquire into a sawmill or an irrigation project and 
all this sort of thing. We should determine how we can avoid these 
failures in the future. It suggests to me that it is the system that 
is at fault. I don’t intend, Mr. Chairman, to make a lecture or a 
longer speech, but I don’t see there is much need of my asking any- 
thing further about the failures or successes of any program, but I 
wish to make these observations and invite your comments. 

In the beginning of this program, starting with the Marshall plan 
and coming on up through the years, it seemed we were burdened with 
the responsibility to “do something,” just as you mentioned that the 
Pakistan Government had to “do something” for political purposes. 
Under the exigencies of the conditions around the world—the situation 
in a given country, we thought we had to do something and I guess 
we did. So you come up with illustrative programs. That seemingly 
was the only way it could have been done back in those years. We 
appropriated X hundreds of millions of dollars for A country, B coun- 
try, C country. Then the burden is on our administrative people to 
find a way to spend the money in those areas. If you don’t spend 
the money, the next thing you would hear from Congress would be 
“What are you doing? Why don’t you spend it?” So people are 
sent out to dream up a lot of projects for which to spend money. 
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When I get around to asking, what can we do, I know we are going 
to get into a long discussion, but if we are going to continue with 
illustrative programs, the present system which has failed in too 
many instances will continue. If we continue to send this $100 mil- 
lion in foodstuffs to Pakistan, to generate local currencies, then some- 
body has got to dream up programs on which to a that money. It 
is not all a direct appropriation, as you well know. This thing 
started out as a point 4 proposition. Look what it expanded into. 

Now, do we not have to find a better system than we have? If you 
agree, what should be done and when are we going to do it # 

Mr. Brix. My answer is I certainly think we do need a better sys- 
tem. I am not sure I have any very specific or clear ideas as to what 
improvements in the system can be made. I do think that one of the 
things we can do, and are trying to do, is to follow that directive, I 
tried to suggest, the difficulties which are involved in getting out of 
something you have gotten into, but I would point out in this con- 
nection that.in Pakistan, for example, the number of projects in which 
we were engaged in 1956 fiscal year was 61. The number we are en- 
gaged in in 1958 is 40. There has been a substantial progress in the 
direction of greater concentration. I think that personally I am very 
keen on the section 517 requirements, because I think this does force a 
more orderly process. 

It is a procedure—a requirement of law—which reflects where the 
agency had come to anyway, but it had learned by hard and sad ex- 
perience that it was necessary. 

I think we are still groping in many respects as to how to do this 
kind of business. I don’t think we are at a stage where we can claim 
to be competent professionals as foreign aid dispensers. We make 
lots of mistakes. We are probably going to make a lot more. I think 
we are just going to have to learn as we go. 

The illustrative program problem is a real one, although I would 
point out that the majority—I mean the programs presented to the 
Congress last year and the ones which will be presented this year— 
the majority of projects are continuing projects which can be quite 
specifically described, that the number of new projects proposed is 
identified, they are specifically identified and can be reviewed. They 
are reviewed in the executive branch and the Congress has its turn 
to express itself in this connection. 

In other words, the illustrative program today is not as illustrative 
as it used to be. It gets less and less so, it seems to me. There are 
bound to be variations in dimension, because no one can predict, 
particularly on the economic side, with complete accuracy what the 
economic position of a country is going to be 18 months in advance. 
Particularly you get countries which rely on agricultural production 
and are subject to, as all farmers are, wind and water. This can have 
a violent fluctuation in their positions. You can make your best 
guess. This is what we try todo. Certainly I know that Mr. Smith 
and Mr. Dillon are both very anxious to find ways and means of doing 
it better and would be more than happy to have any suggestions in 
this direction that any one can make. 

I don’t think there is any difference in purpose at all. The difficul- 
ties which we have are brought up to us far more often really than 
they are to you. It is more disconcerting to us than it is to you be- 
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cause we have not only to try to find a way to deal with this but we 
are charged with the responsibility for it. 

I know we would welcome suggestions for improvement. 

Mr. Burteson. As you mentioned the other day, I realize, of course, 
that you have an almost insurmountable problem as a continuing 
proposition in our own personnel, and in the identity of governments 
that are likely to change. No doubt there are instances of perpetuat- 
ing a regime in office, ‘because we are afraid that somebody else will 
get in who is worse. 

That may be true, but it seems to me with the level of experience 
that we have had in this thing we could come up with much better 
results at lower costs. This, it would seem obvious, should be our real 
theme in every effort and in every project. 

Now let me ask this. Would it be practical for this committee, 
in its consideration of the mutual security bill, to examine each pro- 
ject and each program for every country, as to purpose, need, cost, 
and all matters relating to its justification ¢ 

As Mr. Westphal pointed out to me when we were discussing it, 
Congress always cuts these things. Yes, we make a pretty good 
show of cutting, but most of it appears indiscriminate. It seems to 
me it is our responsibility to say, a sien we try to learn something about 
it, whether it is worthwhile or not and cut project by project, whether 
dollarwise or the size of the undertaking. Ifyou have a program here 
that says it takes so much to carry it out or complete it, then what do 
you do when Congress makes an overall cut on country A of which 
this project is a part? I think we would be more realistic if we 
attempted something of that sort, than we are under the present 
system. 

Mr. Betx. This is very interesting to me, Mr. Burleson. We have 
just completed—we haven’t really finished yet because we are still 
with the Budget Bureau—but we started some months ago on the 
preparation of the 1960 program, which will be coming up to you in 
the next session, and we have a tremendously elaborate process on 
this thing, starting at the mission level, in which the mission is re- 
quired to submit a detailed exposition, “exactly of the type you are 
talking about. The one from India, for example, was 293 very fine 
print pages. These have been subjected to a series of successive re- 
views within the executive branch before we ever got to the Budget 
Bureau, starting with a review in ICA regional office done by the desk 
officer participating in that country, participated in by the Comp- 
troller’s people, personnel people, et cetera. The regional director, I 
happen to be the one for Near East and South Asia, then puts forth 
his recommendations, based on the recommendations which the mis- 
sion submitted. That has been followed up by an interdepartmental 
hearing conducted internally in which the representatives from the 
Treasury, from the Bureau of the Budget, from the Defense Depart- 
ment, from the Agricultural Department and any other department 
of Government concerned with the subject matter, have participated 
and asked questions, saying, “What good is this project anyway, why 
do we have to do it, why do we spend this much money and how 
much will it cost when we are through with it?” 

This results in a further refinement. Then that goes to Mr. Smith 
and he reviews it with his deputies in the light of these hearings and 
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questions and answers received. He proposes it to Mr. Dillon. He 
in turn conducts hearings. These obviously get narrow because you 
start out with a couple of thousand projects and obviously Mr. Dillon 
isn’t able any more than any one individual is able to take the time— 
well, we have just really brushed the surface on the Ganges Kobadak, 
and you try to do that for a couple of thousand projects and you find 
out we have to rely on this process to some extent. Mr. Dillon goes 
over these. He makes a further refinement. Then we go to the 
Budget Bureau, the Budget Bureau having sat through this project has 
a fairly considerable respect, I believe, for the degree to which we have 
attempted to be sure that what we are proposing does make sense 
in the light of the United States objectives. 

I might go back and say this 293-page book, which the mission has 
to put in and has to have the Ambassador’s endorsement starts out 
by asking, “What are the objectives of the United States,” and attempts 
to show how they are to be served by the activities proposed. Ob- 
viously this is the kind of thing where opinions will vary. 

What I am trying to say is there is a concerted objective effort bein 
made to be sure that what we propose to do is, in fact, closely relate 
to overcoming conditions, or meeting problems which impede the 
attainment of United States objectives as laid down by the National 
Security Council. 

Some of these objectives are pretty ambitious and maybe they ought 
to be trimmed, but the job which we have, we are told that the objectives 
of the United States are to do such and such. Our job is to say what 
we think is necessary to do in order to achieve these and what concerns 
us most is we tend to feel that when we get through with this whole 
process, and not excluding the House Appropriations Committee, that 
we end up with less resources to do the job which we are supposed to 
do than we need to have. 

Mr. Merrow. Will the gentleman yield ? 

Mr. Burteson. May I assume that the political objective is a major 
part of these several purposes ? 

Mr. Bewx. I find it very difficult to—I think in all these programs, 
all our objectives are, in a sense, political. I don’t mean by that to 
imply that political is a nasty term. Your political objective, your 
economic objectives are a means of obtaining a political objective. 

Mr. Buruieson. Part of this high-sounding phraseology we use 
about keeping people free, and showing them the ways of democracy 
and that sort of thing—I suppose that is the end product of practically 
all of it. 

Mr. Beix. Well, under this you can justify almost anything, but I 
think the objectives begin to get considerably more specific than that, 
as you translate them down into concrete programs. This material 
exists, and it certainly will be available to the committee. 

One point I was trying to make in reciting this was to say that at 
some point—and I don’t mean to deny for a second the right or duty 
of the committee to inquire—but at some point you have a practical 
problem. You simply cannot, if you spent all year, you can’t even 
read all this stuff, much less digest it. I have to read 16 of these 
myself, and if you can even read 1, knowing in advance what it is 
likely to say in less than 8 hours—I mean, just to skim it, you are 
doing very well, and to get into a detailed study of it is a time- 
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consuming process. I don’t mean that everything we do should be 
accepted. L don't propose that at all, but I am simply saying that 
at some point the question of faith enters, and there is no way you 
can get around it. 

Mr. Burueson. I want to reiterate that it seems to me to be the 
fault of the system which permitted these more recent failures. This 
Congress is just as much to blame as anybody else for some of the 
things that have happened. I think we have been too ambitious in 
what we are trying to do all over the world. 

Mr. Betu.. That may well be. 

Mr. Burueson. I will be glad, unless the chairman wants to ad- 
journ, to yield to you, Mr. Merrow. 

Mr. Merrow. Thank you. 

In connection with the conversation that has just preceded, I want 
to ask Mr. Bell if he feels the cuts that were made in this program 
by the last Congress after all this process had been gone through, 
has materially affected the achievement of foreign-policy objectives. 

Mr. Bex. Well, I think my answer to that is “Yes,” although you 
have to expand this somewhat to make it clear. I think that it is 
very closely related to what I was saying about Pakistan yesterday. 
I don’t say that the aid provided was not enough to keep us from 
retrogressing, but I don’t think it gave us very much capacity to 
move forward, and I doubt very seriously the wisdom of a policy 
which says “Let’s just stay where we are.” This merely perpetuates 
the problems which you are hoping to overcome, rather than solving 
them. I don’t mean to say I think we have an infinite capacity to 
spend money. We don’t. I mean there is an administrative limita- 
tion on what we can do effectively. There is no doubt about it, but 
I do think the cuts were very severe, and that they certainly have 
necessitated in a good many instances a slower pace of achievement 
than might have been possible with more adequate appropriation. 

Mr. Merrow. I think Mr. Burleson was suggesting that perhaps if 
we are going to cut this program, that it might be a good idea to cut 
the projects instead of making what seem to some of us arbitrary 
cuts. Do you want to comment on that? 

Mr. Betu. My opinion, Mr. Merrow, is if you are going to cut the 
program, what we need to cut is objectives. I mean if you are going 
to say that we are going to try to accomplish certain kinds of things 
in a certain number of countries it is going to cost money. 

If you want it to cost less you have got to cut out a number of coun- 
tries, and when you start saying “cut out a number of countries” you 
get into a real political problem. Which one do you cut out? It 
doesn’t help you to simply drive slower toward the objective, if you 
can maintain that objective. 

Mr. Merrow. My opinion is that it seems to be the general feeling 
that, no matter what you come up with, it has to be cut. The feeling 
seems to be let’s cut it and make a record. 

Mr. Burueson. I think what you just said, Mr. Bell, must be the 
crux of this whole thing. If we draw in our horns, so to speak, and 
not try to have people all over the world running before they can walk, 
then how does that affect the objectives? This thing we have hang- 
ing in the air way out here, about keeping people on our side-—free 
people and that sort of thing which has a pretty tired sound to me— 
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I don’t mean to sound cynical, but if that is what we are doing we 
better be more realistic about it. Dr. Bennett, who was in Ethiopia 
with the early point 4 program, was a man with ideas. He was killed 
in an airplane accident, you recall. 

Mr. Betz. I know who you mean. 

Mr. Burteson. It was terribly unfortunate to lose a man of his 
stature. He came before this committee and said he did not want 
hundreds of millions of dollars. He wanted a few hundred thousand 
dollars—I think the record will substantiate that—and some dedicated 
people in Ethiopia. His work still lives in Ethiopia. 

Here is an expenditure of a few hundred thousand dollars, and there 
is no doubt in my mind that much was accomplished. Look around 
in some other places where hundreds on hundreds of multiplied mil- 
lions have been spent and nothing accomplished. What I mean to say 
is I don’t think you can always measure these objectives in terms of 
the number of dollars authorized, appropriated, and expended. 

Mr. Bet. No; you can’t; but what you are faced with in the world 
is, I think, that you are in a stage where you have what you might 
call a revolution of rising expectations among hundreds of millions of 
people who don’t basic ally think in political terms at all, but think 
in terms of how they can get more to eat, more to wear, more shelter, 
and some security, and who are by no means yet committed to any 
particular system or any particular political philosophy, and these 
aspirations are usually greater than are possible of realization, no 
doubt about it, but they are going to make their decision in the long 
run based on which system they think offers the best hope of prog- 
ress; and what I think we are confronted with is not whether these 
people love us or don’t love us, and I am sure a great many of them 
don’ t love us, and they aren’t going to love us any better because we 
give them money, but they will ‘be attracted to a system of government 
more compatible with our security if they can see some progress toward 
their aspirations being made. 

It is a dreadful problem. As TI said about Pakistan, you sit there 
and you fret about it and you spend a lot of money and you can’t see 
that you are getting very far. At the same time, you can see that you 
have not lost it. You haven’t got them in the hands of the others. 
I don’t know what this is worth. It is very hard to equate the money, 
but you might put the question this way: How much would it have 
been worth not to have China ene How much would you 
be willing to pay if it were not today? I don’t know. It might be 
a very expensive figure. I do not pretend to any omniscience on this. 
I think we are all concerned about it and, as he said, groping for ways 
and means to do better. 

Mr. Buruxrson. I appreciate very much what you have had to say 
about it. Thank you. 

Mr. Carnanan. Aren’t we getting nearer to a position where we 
are going to have to accomplish our objectives by maCO En our ad- 
ministrative processes, not by spending more dollars? 

Mr. Betz. This is certainly part of it. 

Mr. CarnanHan. It seems to me that we do not have to necessarily 
say that reducing the dollar expenditures for the mutual security pro- 
gram to a smaller figure than we have spent this year means that we 
have to surrender objectives. 
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It seems to me progress can be made at the present time in the 
studying of our administrative processes and there is not much Con- 
gress can do about that. All we can do is arrive at a figure we are 
going to appropriate. We are going to have to have faith in some- 

ody. So far as I am concerned if we can help by suggestions in im- 
proving the administrative problems we would be glad to do so. 

Mr. Betu. There are of course a variety of things. One is this ques- 
tion. You can cut your costs by eliminating objectives. You also have 
the question of what rate you have to move toward those objectives 
which is a pace of progress. It may be quite true you do not have to 
have X rate. You may be able to do it with Y rate. 

You can also achieve greater return for your dollar by improve- 
ment in administration. 

All I can say on this is that being a cog in this machine, I know 
that the Director of the agency has laid great emphasis on this and 
is trying as hard as he can to find ways olinaeviie administration. 
I suppose each person may have individual ideas as to how it can 
be helped here or there. I do want to say we are doing our best. 

Mr. Burteson. I partially agree with what you say, Mr. Carnahan, 
and also with the response of Mr. Bell, but I would not agree we would 
have to compromise objectives in relation to dollars and cents. 

Mr. CarNnAaHAN. You are agreeing with my position on that? 

Mr. Burzeson. I do not believe it would be necessary to reduce or 
compromise objectives and relate it entirely to dollar cost. If ob- 
jectives were geared to the number of projects we could sponsor in one 
given country, that might be true. But I do not think that is true. 

Mr. Bet. I would like to suggest as an example in agreeing with you 
that I think one of the major things we can attempt that would help 
in solution of some of Pakistan’s problems is good offices in trying 
to reach settlement with India on the controversies which separate 
them. If this can be successfully achieved, you will have done several 
things, one, you will have removed or at least lessened considerably 
the incentive for Pakistan to keep a large military force. Secondly, 
you will be promoting in the direction of economic cooperation be- 
tween the two countries which is really essential in the long run. 

In other words, I am suggesting there are political avenues toward 
our objectives as well as economic. They are more difficult to accom- 
plish because what you are trying to deal with in Pakistan and India 
are issues which are just as emotional to them as segregation is in the 
United States. Kashmir is just that difficult. These people were 
killing each other 10 years ago. 

(Discussion off the record. ) 

Mr. Burteson. In that connection, is it necessary that we should go 
in with an ambitious project to store grain or build an irrigation sys- 
tem in order to be in the country to exercise our good offices to settle 
political controversies ? 

Mr. Betu. I do not say it is necessary for that reason. 

Mr. Burieson. I know you did not. I make that point, that all 
these things being interwoven, perhaps it may in places and times be 
wise and necessary. If it were necessary we be in a country to accom- 
plish such a purpose, possibly that would be an example of wasted 
money being worth it. 

Mr. Brix. If you could prove it. 
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Mr. Burzeson. It is rather far-fetched, but there could be such an 
instance, [ suppose. Proof is something else, I agree. 

Mr. Brew. It is not impossible. 

Mr. Arnoxp. I have a suggestion that would help this committee, 
help the Congress, and certainly help us in [CA—I know it is very con- 
troversial and has not been mentioned—on the matter of obligating 
funds by April 30 when we do not know when we are going to get the 
money, which may be along in September before we know, and by the 
time the allocations are made on the available funds you are pretty 
close to the first of the year. 

If there are projects that ICA is going to undertake and if we have 
to obligate this money, 75 percent of it by April 30, there physically 
is not time to make a market survey if it is a capital plant, to make 
an engineering survey. Some of those things take years. It will be 
much easier with the Development Loan Fund with no-year-expendi- 
tures limitations than it is for us. We have to make a calculated risk as 
to what our programs are going to be, and we hope we are right, but 
very few times are we able to have time in a manufacturing industry, 
for instance, to make even a market survey which, in my book, is the 
first thing that needs to be done. 

Mr. Burueson. That has been a question around this table for years. 

Mr. Carnanan. I have one further brief statement. In suggesting 
that perhaps progress might be made in improving our administrative 
process is not meant to be in a narrow, critical sense. I am not saying 
the groups that have administered the program did the best possible 
job that could have been done, neither did they do the worst. I think 
we have to face problems as we move along and that has been done. 
But it seems to me we have been in the business long enough now that 


we should give careful study to our procedural pen 


Mr. Merrow. Is it possible to make an evaluation of our expendi- 
tures or lack of expenditures in terms of progress in achieving our 
objectives? I think something like this ought to be done. We have 
been talking about objectives and what we are trying to do. If we 
could have an evaluation as to how far along the road we are it would 
be good. 


Mr. Betu. In some places it would not be too difficult, others it 
would be difficult. 

Mr. Merrow. Is the agency doing anything of that kind? 

Mr. Betx. I am not aware of any evaluation in precisely those 
terms. It isa very interesting idea. 

Mr. Merrow. I think it would be very beneficial. 

Dr. Morean. Mr. Bartlett, could you give us briefly the picture 
as visualized by the Department of State as to what would happen 
to the East Pakistan Government if this project did not go through ? 


STATEMENT OF FREDERIC P. BARTLETT, DIRECTOR, OFFICE OF 
SOUTH ASIAN AFFAIRS, DEPARTMENT OF STATE 


Mr. Bartierr. I am not in a position to forecast just what in East 
Pakistan would happen if the project did not go through. However, 
I was talking yesterday with the Secretary of Ministry of Works, Irri- 
gation, and Supply, the central secretary responsible for this project. 
He was under instructions to inform us that they considered the 
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project of great importance in Pakistan. It was considered politically 
important in the prior regime, the constitutional regime, because it 
was one of the few projects which had really popular impact appeal. 

The other big project in East Pakistan is Karnafuli Dam, which 
is going along nicely but this Ganges project would have touched im- 
mediately several tens of thousands of farm families. We felt and 
the Pakistan Government felt if it collapsed and these tens of thou- 
sands of farm families saw these unutilized drainage ditches, un- 
utilized canals, unutilized powerplants, they would naturally react 
against the Government in power when elections came around and 
they might feel strongly that they should kick the Government out. 

On October 7, the new Cabinet fell and President Mizra and Gen- 
eral Ayub took over; October 27 President Ayub himself took over. 
I asked yesterday whether the change in regime in Pakistan had les- 
sened or increased the importance of this project from the point of 
view of stable government in Pakistan. His immediate response was 
if anything it had increased the importance of the project. His 
reasoning was that President Ayub, though he has dictatorial powers, 
still must basically govern by consent of the Pakistan people or there 
may be another coup d’etat which will possibly replace him and 
although he does not face election he does face the need to secure the 
support of the people of Pakistan. 

He faces also in East Pakistan a certain separatist tendency which 
has been there ever since Pakistan was formed. It is a Bengali 
speaking area, it has no close cultural ties with West Pakistan and 
there have been certain East Pakistan politicians, East Pakistan lead- 
ers, who from time to time have wondered whether it might not be 
better for East Pakistan to break away from Pakistan and form per- 
haps even an independent nation of East Pakistan. They think 
economically in terms of their jute export furnishing foreign ex- 
change. If President Ayub fails in his efforts to ameliorate the con- 
ditions of East Pakistan, seems to give the impression to the East 
Pakistanis that he is dropping something which had been designed 
for their benefit, it will obviously weaken the support of the people 
of East Pakistan for Pakistan and that is certainly not to the benefit 
of the present Government of Pakistan nor would it be to the benefit 
of the United States Government which, of course, is more important 
from our point of view. 

Tf T might add one thing to what Mr. Bell said on the purely polit- 
ical aspects of economic development, I do not think there is any way 
of measuring the relationship between a certain amount of economic 
advancement and maintenance of say free institutions for want of a 
more precise term. I do think we saw in India in the elections of 1957 
a bona fide democratic election with complete adult suffrage, an 
example of how things could go in the state of Kerala. The citizens 
put in a Communist government in Kerala. We cannot prove the 
reason why the citizens of Kerala, unlike the citizens of other states 
in India, voted for the Communist Party but it is significant we feel 
that Kerala state had the lowest per capita income of any state in 
India, lowest degree of industrialization of any state in India and, 
incidentally, the highest educational and literacy rate of any state in 
India; so that their expectations were perhaps higher, being literate 
and being able to read Time and Life and other magazines. 
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Mr. Bewu. The highest percentage of Christians. 

Mr. Burveson. Until you said that I would say there is the fallacy 
of being educated. But I cannot say it now when you get religion 
involved there. I would not want to be on record saying that. 

Mr. Bartierr. There may be certain other states in which if the 
citizens feel dissatisfied with economic progress under the present 
Government they would throw this Government out. This is some- 
thing that would not be to the interest of the United States. 

Dr. Morgan. Thank you, Mr. Bartlett. 

The subcommittee stands adjourned until 2: 30. 

(Whereupon, at 1:15 p. m., the subcommittee recessed until 2:30 
p. m.) 

AFTERNOON SESSION 


The subcommittee reconvened at 2:30 p. m., the Honorable Thomas 
E. Morgan, chairman of the subcommittee, presiding. 

Dr. Morean. The subcommittee will come to order. 

Our first witness this afternoon is Mr. Burton Stevens, formerly 
Chief of the Civil Aviation Assistance Group in Pakistan and now 
international services officer, European area, Technical Assistance 
Division, Civil Aeronautics Administration. 

Mr. Stevens is accompanied by Mr. Peter T. Goudouras, legislative 
attorney of the Civil Aeronautics Administration. 

Mr. Stevens, we are interested in the CAA projects in Pekistan. 
Do you have any statement or résumé which you want to submit before 
the questioning begins ? 


STATEMENT OF BURTON STEVENS, INTERNATIONAL SERVICES 
OFFICER, EUROPEAN AREA, TECHNICAL ASSISTANCE DIVISION, 
CIVIL AERONAUTICS ADMINISTRATION AND FORMERLY CHIEF, 
CIVIL AVIATION ASSISTANCE GROUP, USOM, PAKISTAN 


Mr. Srevens. Well, unless you want me to give this résumé which 
Ihave here. Here isa résumé, sir. 

Dr. Morean. Would you please summarize it briefly ? 

Mr. Srevens. Yes, sir. It is in chronological order—the events as 
they happened from the inception of the program until this time. 
The project entered into a period of suspension, and this also covers 
everything from that time until the reactivation stage. 

Dr. Morean. Mr. Stevens, you may submit for the record your pre- 
pared résumé on this subject. 

Mr. Stevens. Very well, sir. 

(The résumé referred to is as follows :) 


PAKISTAN—SUMMARY STATEMENT OF CAA Provects 91-37-051 


In 1954, the Pakistan Government transmitted a request for assistance in the 
civil aviation field. Later when the Pakistan Foreign Minister was in the 
United States he made a further request for assistance to improve Pakistan 
civil aviation. 

Robert Green, Chief, Airways and Airport Division, International Region, 
CAA Washington, made several trips to Karachi surveying the situation and 
made a report with recommendations. 

The original PPA was executed on February 25, 1955, and the project agree- 
ment was executed by the Pakistan Government on April 29, 1955. The Chief 
of the CAA Technical Assistance Group, Mr. Anthony Arriza, arrived in Karachi 
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on May 1, 1955, on temporary duty and later was permanently assigned as Chief. 
Mr. Burton V. Stevens, Assistant Chief, arrived in Karachi on June 13, 1955. 

Early in July 1955, considerable difficulty was experienced with the Director 
General of Civil Aviation of the Pakistan Government, a Mr. Kenneth J. Bhore. 
Mr. Bhore was under contract with the Pakistan Government. He was a British 
subject. Mr. Bhore was antagonistic to Americans as well as American equip- 
ment. He had very little confidence in the ability of Pakistani to learn aviation. 
He was quite outspoken and critical of American activities. 

Throughout 1956 a number of difficulties developed with Mr. Bhore. It ap- 
peared that he was determined to frustrate American aviation activities in 
Pakistan and to discredit American technicians. Effort was also made by him 
to embarrass Americans to the Pakistani. Several reports were made—April, 
May, July, and in August by American technicians to the effect that serious con- 
sideration should be given to suspending aviation technical assistance. The 
USOM Director, in the fall of 1956, made representations to the Pakistan Govern- 
ment of the impossible situation with Mr. Bhore. The Pakistan Government 
advised that Mr. Bhore’s contract would expire in December 1956, and that a 
Pakistan citizen would be appointed to that position. 

On October 27, 1956, Mr. S. N. Bakar became Director General Designate. 
Mr. Bhore and Mr. Bakar served simultaneously until Mr. Bhore left on or about 
February 25, 1957, the last date of his terminal leave period. 

Mr. Arriza was transferred to Spain in September 1956, and Mr. Burton V. 
Stevens became Chief, Civil Aviation Assistance Group, USOM. 

In the 9-month period, March to November 1957, normal progress was made 
in the aviation field and relationships improved. However, progress was not as 
good as it might have been. The ICA technical assistance program was for the 
purchase of equipment, the furnishing of technicians to show the Pakistani how 
to install, maintain, and operate the equipment, and the training of Pakistan 
civil service technicians in United States aviation installations, and particularly 
at the CAA Aeronautical Training Center in Oklahoma City. The magnitude of 
the program is as follows: 


PPA’s project 91-87-051 
ppmemeneeenens 2805s ceo Sth ee erp Scien eteteteemee $1, 585, 000 


3, 986, 000 


Technicians and participants: 
Bo a erases echt eters otis ois ne eRe aie Seeman eed 35, 000 
PINT a on ne Sec circa cps ieee eda aU nae 238, 000 


Total 273, 000 


Grand total 


Cooperation began to lag again in November 1957. The project director’s 
counterpart to Mr. Burton Stevens was only titularly the project director. He 
had no authority. All matters had to be referred to Mr. Bakar who was not 
always available. There was lack of cooperation in constructing the buildings 
to house the equipment. Failure to designate civil servants to be dispatched 
to the United States for aviation training. Failure to improve and create an 
adequate department of civil aviation in Pakistan to support the expanded avia- 
tion program. Lack of delegation by the director general of required authority 
to technical heads of divisions within the department of civil aviation. 

On December 20, 1957, Mr. Stevens had luncheon with Mr. Bakar. Bakar 
expressed disappointment and lack of confidence of his own Pakistani personnel. 
He expressed his own ideas as to how the fiscal year 1958 PPA should be written 
up. He was apparently going to attempt to make changes to a program agreed 
to many months before but not formalized. Early in January 1958, additional 
discussions were had. Mr. Bakar wanted to phase out the entire CAA program 
as of June 30, 1959. As of that time about $1,700,000 worth of equipment was in 
Pakistan. All excepting $100,000 of which was in storage. The prospect of 
this equipment, plus an additional $2 million worth of equipment being installed 
by June 30, 1959, was an impossibility. There were an insufficient number of 
Pakistani technicians and no additional technicians were being trained. Without 
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them, the equipment could not be installed and maintained. If all the technicians 
required were trained in proper sequence, a phase out could reasonably be 
expected in 1960 or 1961. 


The present status, December 1958, of the commodities is as follows: 


Commodities delivered in Pakistan 
Commodities purchased but now in storage 
Commodities subobligated for fabrication 


Of the $1,707,000 of equipment now in Pakistan, approximately $400,000 of 
such equipment has been installed. Quite obviously Mr. Bakar’s indication that 
he wanted to phase out June 30, 1959, was unrealistic. 

Mr. Bakar indicated that he was canceling the participant training in the 
United States on several grounds: (@) That he could not spare them from other 
duties; (6) that he could not recruit because of administrative civil service 
difficulties; (c) trainees viewing the American way of life after training in the 
United States were, upon their return, unhappy with Pakistan living conditions 
and, hence, were easy prey for communism. His Department, by reason of 
administrative difficulties had a low morale and was not operating efficiently. 

In addition to his desire to amend the PPA unilaterally, he wanted to add 
$383,000 to the PPA. He wanted to cancel the meteorological expendable equip- 
ment. He proposed to cancel the activities of two CAA technicians engaged in 
safety flight operations. He wanted a $120,000 surveillance radar. 

If we were to continue with our activities in the face of such lack of cooperation, 
it would cheapen the dignity of our aid. It was necessary to emphatically show 
that while we were prepared to render aid, they would have to do their full share. 

The program was partially suspended on March 4, 1958, and fully suspended 
on June 9, 1958. Mr. Burt Stevens returned to the United States on June 11, 
1958, and the other technicians were transferred. It is believed that the 
suspension of the program had some effect. In the late summer, representa- 
tions were made by the Pakistan Government as to how the program might be 
reinstated. A Mr. Fred Stephens was dispatched October 1958 to reevaluate 
the situation. He accompanied the mission director at a conference with Mr. 
Khurshid, Secretary of Defense. Mr. Khurshid wanted the program reinstated. 
He was the Secretary of Defense under the former government and still holds that 
post since the change of government on October 7, 1958. 

The survey made by Mr. Fred Stephens recommends that the program be 
reinstated. It is based upon the assurances of Mr. Khurshid... He gave every 
assurance that the Government of Pakistan would fulfill its obligations pursuant 
to the project agreement. He recognized that the Department of Civil Aviation 
had been run rather poorly. 

The assurances of cooperation given by the Minister of Defense were the 
first concrete assurances given by any high, responsible Pakistan Government 
official since the difficulties that arose in January 1958. There is every indication 
that the Pakistan Government intends to cooperate fully in the implementation of 
this project. It was at their instigation that conversations for the reinstatement 
of the project took place. Moreover, coupled with that desire to reinstate, a 
request has been made by them to increase the scope of the program. No fiscal 
year 1959 PPA’s have been issued. 

Note.—PI10/C Nos. 50226, 60053, 60082, 60083, 70955, 71929, 71932. 

Dr. Morean. The project has now been reopened and is in progress ? 

Mr. Srevens. No, sir. We are awaiting at the present time in 
Washington the project proposals that have been agreed to between the 
Government of Pakistan and the United States operations mission in 
Pakistan for review and approval in Washington. They have not 
reached here yet, but the CAA has a representative, or had a repre- 
sentative in Pakistan, working with the interested parties, and they 
have come to an agreement which will reactivate this project. 

Dr. Morcan. When were youin Pakistan, Mr. Stevens? 

Mr. Srevens. From June 1955 until June 1958—three years. 

Dr. Morcan. How many Pakistanis were given training under this 
program ? 
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Mr. Stevens. The training given under this program in the year 
1955 was: In the electrical engineering field there were 3 trained in 
communications, air traffic control, there was 1 trained; in aircraft 
inspection and accident investigation there was 1 trained. These were 
participant type of trainees sent to the United States under ICA, and 
trained in our own aeronautical school at Oklahoma City. We, natur- 
ally, encouraged training of personnel in various aid programs other 
than our own. Under the United Nations and Colombo plan i in 1955 
1 airport engineer, 1 aircraft control engineer, and 1 aviation safety 
engineer were trained. 

In the small training center at Karachi Internationa] Aeronautical 
Center where we did not actually train, but recommended training 

rograms for the school, there were 19 trained in air traffic control ; 
Pin radio operations; in communications engineering there were 3; 
and communications operations, 5. There was a total of 175 trained 
during the 3-year period. 

Dr. Morgan. Was the training part of this program the principal 
part of the program ? 

Mr. Stevens. I would say yes. Within our overseas projects, train- 
ing programs are one of our basic and primary responsibilities. The 
training of the foreign nationals as soon as possible to insure that they 
can take over and assume responsibility for the maintenance and the 
operation of the types of equipment that we install is one of our main 
functions. 

Dr. Morcan. How many technical people did you have with you? 

Mr. Srevens. I had four technicians under me on this project. 

Dr. Morcan. How much on-the-job training did you do over there? 

Mr. Srevens. With reference to on-the-job training we were just 
approaching this area when the suspension took place. ‘On this project 
the initial stage was in determining commodity requirements. After 
the requirements were determined requisitions were transmitted to 
CAA, Washington. The CAA is the procuring agent and they, in 
turn, engineer and develop specifications for this equipment. 

The second stage is the installation stage. After the equipment 
starts to arrive, we go into the installation stage where on-the-job 
training is performed. We have several of what I consider outstand- 
ing examples of on-the-job training, such as the VOR radio aid to 
air navigation (very high frequency omnirange) installation at Kara- 
chi, the international terminal for West Pakistan. This equipment is 
highly technical and very delicate in some respects. We had our 
engineers give on-the-job training to approximately 15 Pakistani 
employees during the VOR installation and commissioning at Karachi. 
I have heard recently that. they now have installed the VOR unit in 
Jiwani, Pakistan, and have commissioned this unit. The same Paki- 
stani nationals who received the initial on-the-job VOR training in 
Karachi completed the Jiwani installation in 25 days. This is a 
definite example of good on-the-job training practices. 

As we go into the installation stage we will get more and more into 
the on-the-job training phase. 

Dr. Morgan. What is the time period that it would take you to 
set up a good training unit upon going into a country like P akistan ? 

Mr. Srevens. We were fortunate in this respect that there was 2 
nucleus of a fairly good training center already established at the 
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Karachi airport. If we went into a country to establish a training 
center where there were no training facilities available; if we had to 
procure all training aids from the United States, install them in class- 
rooms and recruit instructors—I would say that there would be a 
period of from 8 months to 1 year involved to actually implement an 
adequate training center in a country having no facilities to start with. 

Dr. Morean. Do you think something has been definitely accom- 
plished then ? 

Mr. Srevens. Oh, yes. We felt up until December 20, 1957, and 
we still feel very strongly, that we had an average program and we 
were making average progress as compared to other aviation programs 
in the Middle East areas, not only in our requisitioning and procure- 
ment of commodities, but also in the area of installation. Although 
there is a definite pipeline for this type of equipment of approximately 
18 months from the time the requirement is established in the country 
until we receive the equipment, we have received equipment and have 
assisted in installing 2 VOR’s, 3 upper air radio sound types of 
weather-recording equipment (weather being a supplement to aviation 
safety )—we have also assisted in initial work on runway lighting at 
Nawabshah and received a certain amount of light construction equip- 
ment and some grader equipment that they were in dire need of for 
light airport construction. The Karachi transmitter station I under- 
stand now (one of the largest in that part of the world) has com- 
pleted installation of the transmitters. That totals approximately 
$300,000 to $350,000 in commodities installed. 

Dr. Morean. Mr. Stevens, who was Director General of Civil Avia- 
tion in Pakistan when you were there? 

Mr. Srevens. There were two Director Generals. There was Mr. 
Bhore and the second Director was Mr. 8S. N. Bakar. Mr. Bhore was 
there approximately 1 year, or a little over a year of my tour of duty, 
and Mr. Bakar was there the remaining part of my duty. 

Dr. Morean. Mr. Bhore was not a Pakistani? 

Mr. Stevens. No. Mr. Bhore was not a Pakistani. He was an 
Anglo-Indian and held a British passport. 

Dr. Morcan. From whom did you receive the most cooperation ? 

Mr. Stevens. Well for the period of time between the time that Mr. 
Bakar assumed the position of Director General Designate and the 
termination of Mr. Bhore’s contract there was dual leadership—you 
have a certain period of time where Mr. Bhore stayed on until about 
February 25, 1957 and Mr. Bakar was in the position of “Designate” 
Director General that friction between the two DG’s was in evidence 
and little cooperation was actually being received. I think, however, 
we received the greater amount of cooperation during the early stages 
of operation of the second Director General, Mr. Bakar. After Mr. 
Bhore departed. He was more cooperative. 

Dr. Morean. Mr. Chiperfield ? 

Mr. CurrerrretbD. Thank you, Mr. Chairman. 

First of all, I want to say that the Republican Party has been blamed 
for many things and, so, I want to make it clear that this GOP, as 
used in your statement, is not the “grand old party,” but the Govern- 
ment of Pakistan? 

Mr. Stevens. I have heard Pakistanis make the same remark. 

Mr. CurrerFieLpD. But, seriously, what is the status of Mr. Bakar? 








238 MUTUAL SECURITY PROGRAM 





Mr. Stevens. He is presently Director of the Department of Civil 
Aviation under the Ministry of Defense. 

Mr. CurrerFreLp. Was he put under probation ? 

Mr. Srevens. If the project is reactivated, he will be put on proba- 
tion by the Government of Pakistan, not by ICA. 

Mr. Curperrrevp. I was rather surprised that you said Mr. Bakar 
gave you the best cooperation or better cooperation because I had an 
understanding that the cooperation was not very good. Maybe he 
was the lesser of two evils. 

Mr. Stevens. I would like to answer that this way: In the first 
instance the first Director General was definitely anti-American, and 
his position was one of making things difficult from the outset. He 
was opposed to the United States methods and procedures, and 
naturally that did throw quite a block in our way to start with. With 
reference to the second gentleman, he was administrative and it took 
a certain length of time until he found out—this is my personal inter- 
pretation—that he did have certain powers delegated to him as Direc- 
tor General. When he found this out, he started to give us inadequate 
cooperation and to create problems. 

Mr. CurrerFrevp. Is that the reason you recommended suspension 
of the project for lack of cooperation ? 

Mr. Stevens. That is one; that is definitely one of the factors. I 
would. like, gentlemen, to say at this time that in our technical as- 
sistance group in Pakistan our guidelines and procedures that we 
follow, our policy and administrative guidance, is received from the 
United States Operation Mission to Pakistan, and technical guidance 
and backstopping is received from the Civil Aeronautics Adminis- 
tration in Washington, D.C. We feel—and these are the points that 
the director of USOM in Pakistan used as well as the Ambassador, 
in recommending project suspension, that justification for suspension 
was based on the inability of the Government of Pakistan to provide 
adequate counterpart personnel in all areas. This was not necessarily 
just our direct group counterparts but it was also inability to provide 
adequate trained Pakistani nationals for installation and maintenance 
of the equipment; provide personnel for advanced training in the 
United States; provide an adequate department of civil aviation as 
well as an organization to support the expanded program; and to 
delegate authority to the project director and technical division heads. 

Basically, it does, I feel, boil down to one point, and that is this: 
We were not getting adequate counterpart participation. 

Mr. CurrrrrreLtp. You say now that the project will probably go 
ahead ? 

Mr. Stevens. That is right. 

Mr. Cutrerrtetp. What makes you think the situation has changed 
now, and that there is a better climate in which to work ? 

Mr. Stevens. Well, I feel this way: During the period when these 
problems and difficulties developed the Government was unstable. I 
think this is borne out. 

I think that the Director General under the Ministry of Defense 
was definitely not being monitored. He was not being given proper 
guidance, and he was pretty much on his own. Now, we have com- 
plete assurance under the present government that this guidance will 
be supplied by the Ministry of Defense, and that the Secretary of De- 
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fense is going to see that this man carries out the functions of this 
oflice. 

Mr. CurreerrieLp. You feel under the new government a situation 
will develop for a better program ? 

Mr. Stevens. I definitely think so. 

Mr. Currrrrrerp. And that is the reason you are planning to go 
ahead with the project ? 

Mr. Stevens. That is right. 

Mr. Cutrerrrevp. Thank you, Mr. Chairman. 

Dr. Morean. Mr. Carnahan. 

Mr. Carnanan. Relatively, what priority does the GOP place on 
this project? 

Mr. Stevens. Well, I am really not in a position to answer that 
question. I can ‘surely answer it from my viewpoint. 

Mr. Carnauan. I would be glad to have it from your viewpoint. 

Mr. Stevens. We feel that the justification for the project in Paki- 
stan carries a very high priority for several reasons. 

Mr. CutrerFieLD. From our standpoint? 

Mr. Srevens. No; not necessarily. I will try to get both sides into 
this picture, because there are two sides, domestic and international. 
One is that Pakistan, being a country separated—East and West Pak- 
istan—by 1,200 miles of India, the potential there for aviation to hold 
the Government together is very strong. In fact—this is another per- 
sonal observation of mine—it is one of the big problems that Pakistan 
is facing today—to develop their aviation domestically will help re- 
solve this separation problem. 

In East Pakistan it takes 8 hours to go by train, say, from Dacca to 
Jessore. You can do it in about 45 minutes by air. There are ter- 
rific amounts of water, as you gentlemen know, in East Pakistan, mak- 
ing surface travel slow. In West Pakistan the development of domes- 
tic aviation is also very strong—this all tends toward development of 
international terminal areas 

These types of feeder airlines domestically within the country bring 
in the fact that there is an international aspect to serve the flying pub- 
lic arriving at and departing from Karachi. The procedures estab- 
lished naturally take on a certain international aspect. The Paki- 
stani International Airline is now flying 2 or 3 trips to London per 
week under services, rules, and regulations of the International Civil 
Aviation Organization, which is the aviation arm of the United Na- 
tions. Pakistan isa member state of the ICAO the same as the United 
States, and most of the adjoining countries are also members. 

So, by putting in these aids, Pakistan also fulfills her responsibility 
in this area of international civil aviation, and we do definitely, from 
our own standpoint and from the standpoint of our own United States- 
flag carriers, receive a benefit. 

Mr. CarNanan. This is a job which has limped along, so to speak ? 

Mr. Srrvens. No. As I said before, we felt that we were making 
very good progress for that part of the world. We had obstacles; we 
are pretty young in this type of work and are learning from day to 
day. We made mistakes, and we will make mistakes. We are 10 years 
old, you might say, in the international picture. In our assistance and 
advice that we give to these countries we do have problems, but we 
make every effort to overcome them and get the job done. 
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Mr. Carnauan. Have the commodities for the project gotten ahead 
of their use in Pakistan ? 

Mr. Stevens. No. Now that we are right on the verge of reacti- 
vating the program, I would say no. If anything, the present status 
of commodities will assist in speeding up the installation program 
from here on in. 

Mr. Carnauan. Do you have commodities in storage that are to be 
used on the project ? 

Mr. Srevens. Yes, sir; we do. At the outset, this project was es- 
tablished on a continuing basis, you might say. Its cost was visualized 
at approximately $4 million in our surveys. At the present time, there 
are commodities totaling $3,986,000. Of these commodities, we have 
$1,707,000 delivered in Pakistan. The Pakistanis are installing some 
of this equipment, but very little, without our assistance and advice. 
We have $856,000 worth of commodities purchased here being held in 
storage until such time as the Pakistan project is reactivated or until 
their use can be made someplace else in this type of work ; $1,423,000 
in various stages of procurement. 

Mr. CarnaHAN. You say, “Until the project is reactivated.” It is 
suspended at the moment? 

Mr. Stevens. That is right; it is suspended at the moment, but the 
recommendations are to reactivate it. 

Mr. Carnanan. That isall, Mr. Chairman. 

Dr. Morean. Mr. Merrow? 

Mr. Merrow. Thank you, Mr. Chairman. 

When do you anticipate that this is going to be reactivated ? 

Mr. Stevens. I would say that we should start reactivation within 
30 days. 

Mr. Merrow. It might have already been started, but why was it 
stopped ? 

Mr. Stevens. It was stopped because we were not getting adequate 
counterpart personnel participation. 

Mr. Merrow. And that is being made available at the present time? 

Mr. Srevens. We have been given every assurance that it will be 
made available. 

Dr. Morcan. Was there any evidence of corruption that you saw 
there which helped you to make up your mind? 

Mr. Srevens. No; there was no evidence, that I saw, of corruption. 
I took, with the cooperation of the Government of Pakistan and the 
Department of Civil Aviation, the necessary steps to make sure that 
the equipment we were receiving was properly warehoused, and that 
is quite a job sometimes within Pakistan to do just that. The equip- 
ment that is in both East and West Pakistan is properly warehoused 
and awaiting installation. 

Mr. Merrow. On page 2 of this statement is that figure $4,259,000 
for this whole project? 

Mr. Stevens. That covers this whole project right up to the present 
moment. That takes care of the participant trainees. 

Mr. Merrow. Up to the present moment? 

Mr. Stevens. That is right. 

Mr. Merrow. You would have to have some more in order to finish; 
is that right ? 

Mr. Srevens. That is right. The recommendation has been for- 
warded, and as I say, the project proposal agreements have been ap- 
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proved in Pakistan, and have been forwarded here and it will require 
additional funds to carry on. 

Mr. Merrow. Howmuch? Do youknow? 

Mr. Stevens. The commodity requirement is approximately $800,- 
000. In order to get the technicians—— 

Mr. Merrow. Is that on page 3? 

Mr. Stevens. I do not think there is a review of that phase on page 3. 
That is right; yes. The figures for commodities on the proposal is 
around $800,000. There is $625,000 for communication and naviga- 
tion equipment; $85,000 for additional lighting and maintenance 
vehicles equipment and an additional $75,000 for the improvement and 
expansion of the training center at the Karachi Airport. 

Mr. Merrow. That is about $1.5 million; is it not ? 

Mr. Stevens. No; $785,000; that is just for the commodity recom- 
mendation. We will require the technicians and the staffing of the 
reactivated project which calls for seven positions. 

Mr. Merrow. That is going to be up to around $5 million; is it not? 

Mr. Stevens. Yes; I would say so. With the participants it will 
be that much. The overall program and project together with the 
phasing out of such a project naturally ianslens a lot of variables such 
as the ability of the Pakistani national to come up a standard where 
they can accept the responsibilities. We find this varies from country 
to country, but one of our objectives, gentlemen, I would like to 
express here, is that on these CAA programs we definitely enter them 
with the idea of working ourselves out of a job as soon as possible. 
In other words, as soon as we can get the foreign national trained and 
as soon as we can get the equipment properly installed, then we are 
through. The quicker we get through the better it is for us. We 
always bear in mind to work ourselves out of a job as soon as possible. 

Mr. Merrow. How many airfields in Pakistan are you putting this 
equipment into? 

Mr. Stevens. I shall be glad to listthose for you. 

(The information is as follows :) 


Karachi, Jiwani, Nawabshah, Rahiam Yar Khan, Multan, Lahore, Rawalpindi, 
Peshawar, Gilgit, Skardu, Dacca, Jessore, and Chittagong. 


Mr. Merrow. This program does not entail the building of new 
airfields ¢ 

Mr. Stevens. No. The scope of this project is for the improve- 
ment and the expansion of aviation ground facilities and definitely 
stays within those bounds. It does not accomplish the full civil avia- 
tion requirement in Pakistan because the minute you get into airports 
and airfields and the necessary buildings and whatnot, the cost jumps 
rapidly, but our project does give Pakistan an adequate telecommuni- 
cations system and it gives them air-ground-air radio, aids to air navi- 
gation and so forth which will meet the requirements of the Interna- 
tional Civil Aviation Organization of which, as I stated, Pakistan is 
a member state. 

Mr. Merrow. How many airlines are there in Pakistan ? 

Mr. Stevens. At the present time there are approximately 14 air- 
lines coming into Pakistan weekly. 


? . . . . 
Mr. Merrow. Are these Pakistani operating some airlines them- 
selves? 
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Mr. Srevens. Yes, sir; they have the Pakistani International Air- 
line which serves both East and West Pakistan and an international 
route into London. 

Mr. Merrow. Is the domestic air service growing in the country ? 

Mr. Srevens. Well, I am not qualified to give you any firm state- 
ment on that, but I know that it is expanding rapidly. I know that 
is true based upon reports from another project. 

Mr. Merrow. Another project under ICA ? 

Mr. Stevens. Yes, sir; it isa PAA management training program 
under ICA. 

Mr. Merrow. But, you feel that this has been a good project ? 

Mr. Stevens. I feel; yes, sir, definitely, that it has been a well-justi- 
fied and a good firm project which was administered properly. We 
were making progress—very good progress, as I repeat. I hate to keep 
repeating that. We did have a couple of obstacles that we are sure 
now will be overcome. However, it was not that we did not have the 
full support of the working-level man—the technical man. We had 
complete cooperation, we had the complete confidence and respect of 
the working-level man to the greatest extent possible commensurate 
with the indiscreet control that was being exercised over him by the 
Director General. 

Mr. Merrow. Was it the general inefficiency of the Government 
which caused this lack of « ‘operation which you mentioned ? 

Mr. Srevens. I would say yes, because the Department of Civil 
Aviation and the Director General were not being properly guided by 
the Ministry of Defense. 

Mr. Merrow. But because of that, we did not lose too much? It was 
slowed up? 

Mr. Srevens. That is right; it was slowed up. I could not say that 
we have lost a thing. It might be thought that the withdrawal of 
personnel and the expense of their transportation might indicate a 
loss, but it really does not, because all the employees at the time were 
about ready for home leave or rotation. 

So, we had to replace them anyway, or we will have to doso. I can 
see no loss except for the suspension time of the project. 

Mr. Merrow. And aviation throughout the country has been defi- 
nitely improved because of this? 

Mr. Srevens. That is right; aviation is being and will be improved 
because of this project. I “might say this: Aviation, as you gentlemen 
know, is a very dynamic type of program, and through that part of the 
world between, say, Beirut and Bangkok it is probably in my estima- 
tion one of the w eakest spots in the world as far as proper ‘and ade- 
quate radio aids for air navigation are concerned, and _as far as tele- 
communications are concerned. When we first arrived there in 1955 
they were still using point-to-point communication, using CW Morse 
type of communication. This will be replaced by automatic radio- 
teletype equipment, and we have to have this type of equipment to 
meet this terrific challenge that is thrown at us by industry. Between 
Beirut and Karachi, starting next year, or early in the next year, the 
time between Beirut and Karachi ‘is going to be halved. Where it 

takes 8 hours to fly now between those 2 points, it will take 4 hours to 
fly that distance in jets. 
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So, we have this challenge, and we continually try to catch up with 
industry in meeting the challenge. We have no time to lose. I felt 
very badly when the suspension occurred because Pakistan cannot 
afford a delay in its aviation program, as a result of the suspension, 
in getting the adequate personnel trained and in getting this equip- 
ment ready to accommodate the jet age. 

Mr. CurrerrieLp. Do any of the other countries which have air- 
lines going into Pakistan besides the United States and Pakistan 
make any contribution toward any of this program? 

Mr. Srevens. Except on the economic side of the picture wherein 
Pakistan does derive landing fees, maintenance, and hangar fees. 

Mr. Cutrerrretp. But, everybody does that. 

Mr. Srevens. Yes; that is true, but as I stated previously, under 
the International Civil Aviation Organization to which most of the 
free world countries belong—those that presently have airlines go- 
ing into Pakistan, do so on a reciprocal basis. In other words, Paki- 
stan International Airlines flies to London, and uses the aids that 
have been put in by other countries at their expense. In turn, those 
countries come into Pakistan and use the aids that Pakistan has 
brought in which have been developed under the plans of the Inter- 
national Civil Aviation Organization. 

Mr. Currrerrrevp. But, it still remains that we are the ones that 
are putting in these navigation aids in this program and no one else 
is doing it? 

Mr. Srevens. That is right; we are putting them in. We are as- 
sisting in many countries in this area. Within the Civil Aeronautics 
Administration alone we have approximately 27, including Pakistan, 
groups such as this, trying to accommodate these requirements in 
worldwide aviation. 

Mr. CureerrietD. Thank you very much, Mr. Merrow. 

Mr. Merrow. This is a grant; is it not? 

Mr. Srevens. Yes, sir; that is right. 

Mr. Merrow. Did the great airlines indicate an interest in having 
better facilities for flying thr ough this part of the world ? 

Mr. Stevens. Oh, yes. You could contact any airline that flies 
through there and they will definitely state that if they do not have 
these types of equipment they will not be able to operate, or to fly 
through there safely in the Futions: At the present time there are 
certain restrictions applied against airlines because they do not have 
the necessary aids across this area at the present time. They are all 
looking forward to the time when they can have the adequate aids and 
the communications systems necessary to support these aids. 

Mr. Merrow. Thank you, Mr. Chairman. 

Dr. Moraan. Mr. Burleson? 

Mr. Burteson. No questions, Mr. Chairman, thank you. 

Dr. Morean. Dr. Judd. 

Dr. Jupp. Thank you, Mr Chairman. 

Can you tell us, Mr Stevens, how Mr. Bhore, whether an Indian 
national or a British national, was appointed by the Pakistan Govern- 
ment to be the Director General of its Civil Aviation? I do not know 


any other country that employs a foreigner to handle something so 
vital. 








244 MUTUAL SECURITY PROGRAM 





Mr. Stevens. This was brought about at the time of partition when 
Pakistan separated from India. At the time of partition almost all 
technical talent was withdrawn or went to India from Pakistan. 
There were a few remaining Anglos and some of the fullblooded In- 
dians who remained in Pakistan. To offset this terrific loss, Pakistan 
had to hire technicians of this caliber. 

Dr. Jupp. Had he been trained by the British? 

Mr. Stevens. Yes. 

Dr. Jupp. Is that the basis, you think, of his opposition to the intro- 
duction of American methods? 

Mr. Stevens. I would say “Yes.” This is again my own personal 
viewpoint. I would say “Yes,” that he was probably opposed to our 
methods due to his association and training. 

Mr. Breit. May I add something to that ? 

Dr. Jupp. Yes. 

Mr. Bett. I think it is certainly true that Mr. Bhore was anti- 
American. I think this extended far beyond any influence of British 
training in terms of British-American aviation competition. It really 
rode the entire range. There was nothing good about Americans as 
far as Mr. Bhore was concerned. I do not know why: I have often 
wondered why. He had a dislike for Americans which was intense 
and colored his judgment very considerably. 

At the same time, he was a very skilled technician and a capable 
man. In terms of his technical competence, the Pakistan Government 
made no mistake in hiring him. He was certainly against us. 

Dr. Jupp. You say you never had a full complement of technicians, 
a meteorologist never did appear. Why was that? 

Mr. Srevens. That was one of our own problems within the CAA. 
We find recruitment difficult in some localities throughout the world 
that could be classified as undesirable or less desirable than other loca- 
tions: within our civil service system, under which we work, there is 
no way we can draft people into these positions. It is a matter of 
volunteering for the positions. We were unable to fill a meteorologist 
position and there were positions that we were continually recruiting 
for but we were never able to fully staff. 

Dr. Jupp. Your lack of full support was not wholly on the part of 
Pakistan, but partly on our own side? 

Mr. Srevens. That is right. 

Dr. Jupp. On the basis of your experience on this kind of project 
in Pakistan, and in the Philippines, and in Turkey, do you think it 
might be a good idea for us to follow, more gener ally than we have, 
a pattern of saying, when a project is not working out well, “We 
are sorry, gentlemen: we are just going to suspend this project’’? 
You gave me the impression that the result of the suspension was 
good, overall: that it was only when you suspended, that it finally 
got the attention of somebody high enough to get a change in attitude. 

Mr. Stevens. I would say it did have the effect; the withdrawal or 
suspension of the project did have a pronounced effect. I feel on our 
side—in our project, and, as I mentioned before, we were working 
against time—the job must be completed as soon as possible for one 
thing, and, therefore, we carried it down the line as far as we possibly 
could to such time as it had to be taken up to the Director of USOM 
as a policy matter. 
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Dr. Jupp. When our people are trying to get a project done, they 
sometimes push harder than the local people do. I have often had 
the impression we would do better to tell them that we think a certain 
thing should be done, but if there is not enthusiasm or cooperation on 
their part, then just say we are sorry, but we are stepping out until 
they want it enough to cooperate fully. Without that, the project 
will not be successful. Our very eagerness sometimes creates sus- 
picion and a personal reaction against us. Do you have that im- 
pression ¢ 

Mr. Stevens. We have to balance the effort or eagerness we put 
into it by never letting our own men, especially on the civil aviation 
group I was in charge of, never letting our own men take the initia- 
tive away from the Pakistanis when he knew the Pakistanis could 
assume the initiative. We did not work ourselves into a position 
of their standing by watching us, because we were continually train- 
ing them both on the job when getting started and then making sure 
that they realized this was a mutual effort and it was their respon- 
sibility and would be their responsibility when they took it over. 

Dr. Jupp. In general, I commend you for what you did. I believe 
more of the initiative should come from them. We tend to go in and 
be, as they said in Burma, so “aggressively friendly.” Even though 
they may be half convinced they rebel against our efficiency and our 
insistence on our views. Perhaps we would be better off if, more 
frequently, we did what you did, and merely say, “So sorry; it does 
not seem to be working out well, and we do not want to force any- 
thing upon you.” 

If this Pakistan project is reactivated, will you probably go back 
as the American in charge? 

Mr. Stevens. No; I will not. 

Dr. Jupp. Some other person will go? 

Mr. Stevens. Some other person will be recruited for the position ; 
also, a new crew. I believe it is good business to eliminate the pos- 
sibility of any personal feelings that might have previously arisen 
to arise again. 

Dr. Jupp. Did you have any such trouble in the Philippines and in 
Turkey on getting local cooperation ? 

Mr. Stevens. No. If I may repeat, we did have the confidence 
and support of 98 percent of the Department of Civil Aviation in 
Pakistan. 

Dr. Morcan. Why did you not move to suspend the project 
earlier ? 

Mr. Stevens. We thought up until December 20—it will show on 
this paper in front of you—we thought we were going along fairly well 
until Mr. Bakar brought in unilateral action on us to change a project 
proposal agreement for fiscal 1958, making some quite definite and 
large changes in this project, including the withdrawing of a couple 
of technicians and withdrawing of participant training positions. 

Mr. Bett. Mr. Chairman, we had in this particular project a point 
where we reached the peak of difficulty with Mr. Bhore. We did go 
to the Government about it. 

(Discussion off the record.) 

Mr. Betz. Mr. Bakar was selected as the man who was going to try 
to bring a new and better light into the picture. 
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Consequently, there was a natural desire to give Mr. Bakar as much 
rope as possible before saying this will not “work, either. Having 
protested once successfully, it would be awkward to protest again. 
You begin to get a feeling of: Who is at fault? 

Dr. Jupp. I would like to ask some questions on broader lines. Do 
you think Pakistan, in its present financial difficulties, and so on, 
needs to operate an airline to London ? 

Mr. Srevens. First, I would say I could not state this as a fact, 
but it has been brought to my attention that this is one of the paying 
units of the Pakistan International Airlines at the present time, the 
international route. 

Dr. Jupp. They make money on it? 

Mr. Stevens. Yes. 

Dr. Jupp. Is there a need for additional air transportation between 
Pakistan and Europe in addition to the existing lines ? 

Mr. Stevens. I feel definitely there is, and the traffic is increasing 
daily. 

Dr. Jupp. I remember when we were there in 1955, TWA was trying 
its best to get permission from the Indian Government to fly more 
flights to and from Ceylon through Bombay, and the Indian Govern- 
ment would not grant it. In fact, one of the members of the CAB, 
Chan Gurney, was out there trying to negotiate that. Is the shortage 
of transportation because these countries have not been willing to 
allow European or American lines to expand their own service / 

Mr. Stevens. You are getting out of my area. 

Dr. Jupp. If you would rather not answer it, that is all right. 

Mr. Stevens. I am not qualified to answer it. 

Mr. Bex. I can say, with reference to American carriers, Pan 
American has gotten the frequency it requested in Pakistan. The 
experience of the European carriers I do not know. 

Dr. Jupp. We got the impression out there 2 or 3 years ago that 
every little country was determined to have an international airline, 
not so much because of need for transportation or because of the 
financial soundness of it, but because of the prestige value. 

Mr. Stevens. You feel that in that part of the world. 

Dr. Jupp. I am interested that you say the Pakistan line is eco- 
nomically justified. But, of course, if jets come along—and Pakistan 
is not likely to be able to go deeply into the purchase of jetplanes— 
it may find the line will not ‘then be economically profitable. 

Mr. Srevens. They are getting into the area of the turboprops and 
will receive some Viscounts shortly. 

Dr. Jupp. Did they get the Constellations they used to fly, from 
us as part of our aid program ? 

Mr. Stevens. I am not qualified to answer that. On the other 
statement previously, which I tried to answer, I am not qualified to 
state there whether the economic value is justified. 

Dr. Jupp. Another question is suggested by a comment in the 
paragraph in the middle of page 3, subparagraph C. It is said that one 
of Mr. Bakar’s objections was that trainees, after training in the 
United States, were upon their return unhappy with Pakistan; ; living 
conditions and hence were easy prey for Communists. 

Do you think that Mr. Bakar’s impression on that was accurate ? 
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Mr. Stevens. I do not at all, because all the participants who were 
sent to the United States for training were screened by our group for 
basic qualifications as well as for their loyalty to, I would say, Pakis- 
tan. I think they were all briefed properly. We always talked to 
them on their return and followed through on all the training to 
make sure that their training had been beneficial to them, that they 
were doing a job they had been trained to do. We followed very 
closely on that. 

On the point in question, the statement was made directly to me, and 
it was this man’s (Mr. Bakar’s) personal feeling; it had nothing to 
do, as far as I am concerned, with facts; there was no indication that 
any of the employees who returned from the United States tr: aining 
were leaning toward communism. 

Dr. Jupp. Were they unhappy to stay in their country? Did you 
have any of them trying to get visas to enter the United States ‘tor 
permanent residence ¢ 

Mr. Stevens. None tomy knowledge. 

Dr. Jupp. This is a problem we run into all the time, whether, with 
persons who are not extraordinarily mature, it is advisable to brin 
them to this country for a long enough period of time to get sunteneed 
of a way of life not possible for them in their own country and thereby, 
so to speak, alienate them from their own country and make them 
unhappy. 

One reason I worked for the special projects fund for multilateral 
aid under the U. N. was the hope that it eon set up training facilities 
regionally where men could go from countries in that part of the 
world, and live there more nearly on their own standards, they could 
get the needed training but not be so far removed at one jump as 
bringing them to Oklahoma City involves. 

Mr. Stevens. In regard to this subject, I might state that is part of 
our present planning, “to overcome this, and also overcome some of the 
deficiencies we find in staffing our civil aviation groups. We have 
already in the CAA established a regional SUE AS group in Pan- 
ama serving the Latin and South American areas. There are aviation 
specialists assigned to this gr oup, on call, to go tebe any country on a 
temporary basis that needs advice and help in their specialities. 

We have also in the planning stage the establishment of such a 
regional group in Beirut. We hope to have one in the Far East. 
The CAA has in Taipei under the ICA project a training center. We 
are also trying to do all the basic training within the country itself. 
When it gets into the higher specialties, we bring them to the United 
States. 

Dr. Jupp. On the average how long were these trainees in the 
United States? 

Mr. Stevens. Approximately 9 months. Many of these trainees, 
not many but several, were boys who had been trained here before, 
I think that is a point to bring out, that many of the Pakistani boys 
we had in the Department of Civil Aviation, technicians—I should 
not say many, but there were a few who had previously received their 
degrees from the U niversity of Michigan, or other universities, and 
were returning for specialized training at Oklahoma City. 

Dr. Jupp. I am glad to hear there is emphasis on doing as much 
as possible of the training closer to their home base. Thank you very 
much. 
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Dr. Morean. Are there any further questions? Thank you, Mr. 
Stevens. 

Mr. Cutrerrietp. Mr. Chairman, before proceeding to the next sub- 
ject, would it be helpful to have the statement prepared on this last 
project put into the record ? 

Dr. Morean. Yes, it would. Without objection, it is so ordered. 

(The statement referred to appears on p. 233.) 

Dr. Morean. We will move now to the “Chittagong Hill tracts 
timber extraction—sawmill.” 


(The following statement has been submitted for inclusion in the 
record at this point :) 


CHITTAGONG Hi~tt Tracts TIMBER EXTRACTION—SAWMILL 


The sawmill for the Chittagong Hill tracts area was the major addition to 
the timber extraction project covered by the January 11, 1954, amendment to 
the basic project agreement of fiscal year 1952. The amendment provided 
$100,000 for this purpose. At about the same time $80,000 was made available 
for this purpose under the basic 1952 agreement. Inclusion of a sawmill in 
the project had been recommended by the Forest Service advisers on the project 
and requested by Pakistan. It was agreed between the USOM and FOA/W that 
competent engineering was required to design the mill. (Messages March 17, 
1954, and May 22, 1954.) Over the next year agreement was worked out on the 
scope of the proposed contract and the funding required. It had become clear 
that additional funds would be required for the sawmill. On March 12 the 
original fiscal year 1955 ProAg was signed making available funds for the neces- 
sary engineering services and for the sawmill. On May 19, 1955, the mission 
authorized ICA/W to issue the PIO to cover the design contract. 

At this point the Director of FOA decided, against the advice of the Industry 
Division, that the Wheland Co. should be authorized to submit a proposal to 
furnish a “package” sawmill of its manufacture and that this would be reviewed 
for adequacy by an independent engineer. (Letter Stassen to Wheland Co., 
May 20, 1955.) On June 13, 1955, the mission was informed of this decision. 
W. H. Rambo was selected to review the Wheland proposal and negotiations 
with him proceeded. On December 1, 1955, a draft contract with Rambo was 
sent to the mission for approval. After some discussion of the terms of the 
contract it was signed on February 9, 1956. Rambo completed his report on 
June 23, 1956, which report found that the Wheland mill was not suitable for 
the timber and operating conditions in East Pakistan. 

Meanwhile on May 28, 1956, ICA asked the USOM to reexamine the project and 
suggest to the Pakistan Government that the sawmill might better be set up 
under private ownership and control. The mission replied (June 21, 1956) that 
it was too late to interject this proposal and that in any case it would probably 
be more effective to get this mill going and demonstrate to potential investors 
the feasibility of commercial lumbering. The Pakistan Government was pre- 
pared to sell the plant to private operators after completion if that proved prac- 
tical. ICA/W had meanwhile held discussions with the Fairhurst Co. and had 
inquired as to its interest in constructing and operating this sawmill in Pakistan. 
On July 30 Fairhurst submitted a long paper indicating that there was not 
enough information to decide, discussing at length the investment climate and 
suggesting that an operational survey be made to establish whether a privately 
owned and operated forest products industry in Pakistan was feasible. A copy 
of this paper was taken to the mission by an ICA officer on a field trip. 

The mission now argued strongly that ICA should contract for design and 
construction of the sawmill, disputing the idea that further study of the type 
of mill was needed and contesting the Fairhurst paper on numerous counts 
(messages, July 31, 1956; September 10, 1956; and September 21, 1956). ICA 
decided to send Rambo out to determine the type of sawmill required and to 
prepare cost estimates (October 4, 1956). A draft contract was sent to Rambo 
on December 17, 1956, and the second Rambo contract was signed on January 
11, 1957. On April 22, 1957, Rambo sent his report to the USOM for analysis and 
comment. It contained recommendations for a sawmill and related facilities 
which were estimated to cost about $700,000. 

Meanwhile on April 18, 1957, ICA/W proposed to send a five-man team par- 
tially nominated by Fairhurst and to include a representative from Commerce 
and ICA to investigate the feasibility of a privately owned lumber industry in 
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Pakistan. On May 17, 1957, the mission urged ICA to proceed with the sawmill 
without further reference to Fairhurst. 

At this point ICA learned that the Utah Construction Co. planned to procure 
a sawmill for use at the Karnafuli Dam site—the planned location for the timber 
project sawmill. ICA suggested (August 6, 1957) that Utah procure the sawmill 
under the Karnafuli project, with the sawmill to be turned over to the forest 
project when Utah’s job was done and with any necessary training and super- 
vision being provided under the forest project. An effort was made to work out 
the financial arrangements for such a procedure. Finally, in February 1958, 
Utah decided that it would not need a sawmill since it had been able to get the 
lumber it needed without a mill. 

In March, April, and May of 1958, funding and plans for the mill were re- 
viewed in detail. On April 25, 1958 the mission submitted a detailed message 
giving the general characteristics of mill desired. On May 20, 1958 ICA fur- 
nished cost estimates based on the Utah Construction Co. estimates and other 
information, emphasized that competent management was essential to success 
of the enterprise, and suggested that an effort be made to organize a private 
company based on management of a presently operating smaller mill. On June 
19, 1958, a revised fiscal year 1958 ProAg was signed adding to the funding of 
the project mostly for the sawmill. Together with funds available from prior 
agreements a total of $611,000 has thus been made available for the sawmill 
in addition to the $20,000 committed to the W. H. Rambo contract. Of this 
amount $30,000 is for design of the mill and $75,000 for construction supervision. 

On July 23, 1958, the mission advised that it would not be possible to get a 
private company to take over the mill until it had been successfully built and 
demonstrated and recommended proceeding to contract for design and specifi- 
eations. On September 18 a PIO/T to cover such a contract was sent in by the 
mission. On November 14 alternate scopes of work, which had been developed 
by ICA/W for the design contract, were sent to the mission for comment. 

Meanwhile the balance of the project has been proceeding relatively well. 
The logging equipment and the equipment for a wood-treating plant financed 
under the 1952 agreement have arrived in Pakistan, the equipment financed in 
1956 was all scheduled to be delivered before September 30, 1958, and the fiscal 
year 1957-financed equipment is all under procurement. Logging operations 
started in the spring of 1955 and reached nearly the target rate in the 1955-56 
season. The timber-treating plant arrived and was set up under the supervision 
of a contract engineer. He supervised initial operations and trained local 
operating personnel. Several new areas have been surveyed, a second logging 
operation concentrating on softwoods has been initiated, and aerial photographs 
huve been completed of 380 square miles of forest. Under a related project 
(91-—17-003, East Pakistan Forest Research Laboratory) 4 of the planned 5 build- 
ings are complete, 55 percent (as of June 30, 1958) of the equipment has arrived, 
the technical adviser has arrived, and research work is already underway. 

Of the net total of $1,268,000 which has been obligated for the timber extraction 
project some $631,000 (including funds for the Rambo contract) is for the 


sawmill. Of the balance of $637,000 over $412,000 had been expended as of 
September 30, 1958. 


STATEMENT OF JOHN 0. BELL, REGIONAL DIRECTOR, NEAR EAST 


AND SOUTH ASIA OPERATIONS, INTERNATIONAL COOPERATION 
ADMINISTRATION 


Mr. Bett. The Chittagong Hill tracts project had a number of 
aspects of which one is the sawmill. The Chittagong Hill tracts is 
a hilly area, as the name suggests, which lies in East Pakistan very 
close to the Burmese border. It is virtually the only hilly area in 
East Pakistan, covered with a very fine forest, which is operated by 
the Government as a national forest reserve. 

The concept basically of this project was evolved by advisers at- 
tached to the mission in Pakistan provided by the United States 
Forest Service. It involved the removal of timber from the hill tracts 
coordinated in a conservation program, not simply as an exploita- 
tion. The assistance was to be given in the techniques of moving tim- 
ber from the forests. Then assistance was to be given in the form of 
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a sawmill which would enable these logs, which were extracted, to be 
converted into lumber, primarily into timber for railroad ties, which 

would hopefully reduce the import requirement for such materials in 
fast Pakistan. 

Another aspect of the project was to set up a wood-treating plant 
and a research laboratory. Progress on this project has been quite 
good on three aspects and quite unsatisfactory on one. So far as the 
logging operations are concerned, this has moved very a The tar- 
get for extraction of logs from the forest the first year was 10,000 
tons. They made 9,000. 

The lumber-treating plant, timber-treating plant, has been installed 
and is working, has ‘been checked out. The research labor atory is 
working as well. 

On the sawmill we have had considerable difficulty. The paper 
you have in front of you recites the somewhat painful chronology of 
this project. this particular part of the project, leading from the time 
of decision in 1954 up to the present time. Initi: ally there was an 
agreement that there should be asawmill. That was in 1954. 

T he same year it was agr eed that i in order to have such a mill you 
would need competent engineering design. Funds were earmarked 
for that purpose, although | admittedly they were guesstimates of what 
a sawmill might cost rather than being based on any accurate engineer- 
ing appraisal, 

By a year later the scope of the contract for getting a design of the 
sawmill had been evolved and it had become clear that the money ear- 
marked initially would not be enough. So in 1955 funds were pro- 
vided in a project agreement whereby it was hoped to procure the 
engineering services to design the sawmill and to be able to buy the 
sawmill itself. 

We thought at that point things would move forward. At that 
point in time there was a proposal made to the Director of FOA, Mr. 
Stassen, that a company known as the Wheland Co. should be author- 
ized to come in with a proposal for a package proposition on the saw- 
mill. This Mr. Stassen decided todo. The package proposition was 
then to be reviewed by a competent engineer. 

It took 6 to 7 months to get a contract with the engineer to review 
the package proposition, and it took him another 5 months to make his 
report in which he concluded that the package proposition was not 
any good. So we were back where we had begun. At this point in 
the story, I am in Karachi trying to get some action. 

We urged Washington take action on it. By this time personnel 
in Washington working on the project had changed, and new people 
had come in. They had serious doubts in their minds about the wis- 
dom of the proposition, largely on the ground that they felt that it 
it should be looked at again as to whether this was something that 
should be operated by government as it was proposed to be done or 
whether it should be a private investment, private enterprise activity. 

This was suggested to us in the mission. We felt that, not neces- 

sarily from any philosophic conviction that it was better for govern- 
ment to do it than for private industry, but from pragmatic consider- 
ations there were two things: One, that the Government owned the 
forests, the Government was going to be the main consumer of the 
product for enterprises which were run by Government. This had 
been the basis upon which the commitment had been made. We had 
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been, I would not say derelict, but certainly we had been slow in meet- 
ing our commitment. We felt that the chances of any private enter- 
prise coming out and engaging in this were fairly remote. We argued 
fairly v igorously that we should go ahead with the proposition as we 
had promised to do. 

Fairhurst Lumber Co. had been talking to people in Washington, 
and they submitted a proposal, which was sent to us in the mission to 
react to. This proposal was an interesting one which suggested that 
there ought to be a survey made of the potential of the lumber industry 
in East Pakistan, that this should be done by people who, if not 
selected by Fairhurst Co., at least were acceptable to them in order 
that Fairhurst as a potential investor might have confidence in the 
report they would provide. 

The proposal also, of course, proposed that the United States Gov- 
ernment finance this inquiry team at a cost of, I do not remember 
precisely, but it seems to me it was estimated to be approximately 
$125,000. It was to be a United States-financed study. We argued 
in the mission that while it might be a useful thing to have a study 
made of the potential of the lumber industry in East Pakistan, that 
we still felt very strongly that having committed ourselves to a project 
in the manner in which we had, we should go ahead and meet our 
commitment. 

I might say here that this is one of the projects where performance 
on the Pakistan side, in contrast to the aviation project, was exce 
tionally good. The Forest Service in Pakistan is a highly skilled 
agency. Astotheir performance, they had done everything they were 
supposed to do and had done it on time with very good people. In 
this case we looked very bad because here we were still talking about 
how we should do something when we had already agreed to do it. 

Finally, it was accepted by Washington that, yes; this should go 
ahead and an engineer should be hired to make a recommendation 
for the sawmill. 

At this time a new idea came into this particular enterprise which 
resulted in another delay, although it was an interesting possibility 
at the time, or appeared to be. The ( yhittagong Hill tracts area is very 
close to the site of the Karnafuli Dam project. The Karnafuli River 
runs up into the Chittagong Hills. The Utah Construction Co., 
constructing the Karnafuli Dam, we learned was in all probability 
going to build a sawmill for its own requirements in connection with 
the construction of the dam. So the thought was perhaps you could 
combine this and get Utah to get their s awmill out there and turn it 
over to the Pakistanis to meet this requirement when they were through 
with it at the Karnafuli project. 

This led to a lot back and forth with Utah and specifications as 
to what kind of sawmill they would have, whether it would meet 
the same requirement or not. Finally, Utah informed us that they 
were not going to make a sawmill anyway, decided they did not 
need it. 

Once again we were back to where we had begun. That was early 
this year. Since that time there has been back and forth largely 
trying to get agreement on the specifications and design in order that 
the contract or invitations to bid for the sawmill could be let. As 
of the moment the scopes of work have been sent to Pakistan for the 
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Pakistan Government to approve or react to, which, if they accept, 
there are two different ones giving themachoice. If they accept either 
one, we would be in a position to proceed. 

I tried to treat this as candidly as I could. There is not much good 
you can say about this in terms of how long it has taken to get any- 
where. I am sure that at each one of these intervals the people who 
were suggesting the consideration of alternatives felt there was a 
justification for doing so. At the same time, the net result is that 
we were diverted from performance for quite a long period. 

Dr. Jupp. What is happening to the logs that are being brought 
down from the hills under the logging equipment project ? 

Mr. Bex. They have been taking care of them by handsawing and 
there is another sawmill] there. There have been a lot of problems 
which I have not mentioned, particularly in the last year or two, having 
to do with the location of the sawmill which have had a delaying 
effect. The issue of where the sawmill would be located related again 
to a question of how the Karnafuli Dam was to be constructed, whether 
or not the Karnafuli Dam was going to have a means by which you 
let stuff go through, which ie questions as to whether you put the 
sawmill above or below the dam. 

There was also the question of site, which had an important bearing 
on the specifications because if it were to be located close to the power 
to be developed from the dam, then this called for one kind of engine, 
and if it were going to be located 25 miles upstream, you might do 
much better on another kind of power. 

So there have been in the last year or so some uncertainties on 
the Pakistan side which have contributed to the delay. 

On the other hand, I am sure if we had not had the interjection of 
alternatives at various points along the line, we could have had the 
sawmill there long ago and operating. 

I find it very difficult to he objective about this project because I 
spent so much time communicating with Karachi on why do we not 
get it. 

Dr. Morgan. Has there been any great interest by Pakistan to 
move this project along? 

Mr. Bexu. Yes; the Forest Service has been very interested in it. 
I suppose you can always say every specialized branch is more inter- 
ested in its project than in any other. But I do not know that I could 
say the Pakistan Government as a whole, if they were going to say 
what is the major thing we would like to move forward with faster, 
would have selected the sawmill. Our performance in this project has 
become more a symbol than a mountain of economic importance. 

Dr. Morean. i this the project where the treatment plant is already 
erected, the creosoting plant ? 

Mr. Bret. Yes; everything has gone well except the sawmill. In 
large part the performance on the Pakistan side in this one has been 
quite good. If you could have our performance when poor match poor 
performance on their side, it would be a little less politically difficult, 
but when they are doing it well, it is very discouraging. 

Dr. Morean. What was the purpose of the negotiations with Fair- 
hurst? Was he to render management services or was Fairhurst to 
take over the sawmill and operate it commercially himself or what? 

Mr. Betz. Fairhurst, I believe, had invested in some kind of lum- 
ber work in other countries. People in Washington here thought 
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that there might be some possibility of getting Fairhurst interested 
in coming in to manage and operate this sawmill for the Pakistanis. 
They thought perhaps also that Fairhurst might be interested in in- 
vesting in ‘it and making a proposal for a private enterprise project 
to do this rather than having it done by the Pakistan Government. 

Mr. Fairhurst was not unwilling to discuss this as an idea, but he 
said, before I will say aye or nay as to whether I would or would 
not be interested, you will have to have a survey done by some people 
in whose competence I have confidence and then I will tell you 
whether I am interested or not. 

Dr. Morcan. Was any money spent at all on this project with Mr. 
Fairhurst ? 

Mr. Bet. No, sir. 

Dr. Morean. Mr. Fairhurst did not submit any concrete plans him- 
self on the project ? 

Mr. Bexx. No; not on this project. Is this wrong? 


STATEMENT OF EDWARD V. KING, OFFICE OF INDUSTRIAL RE- 
SOURCES, INTERNATIONAL COOPERATION ADMINISTRATION 


Mr. Kine. After Rambo submitted his recommendations for the 
sawmill following his survey in Pakistan, Fairhurst submitted cost 

estimates for several mills of varying size. These estimates were used 
as a basis of comparison with the Rambo estimate and no further use 
was made of the Fairhurst submission. At the time, detailed speci- 
fications had yet to be prepared and our regulations then required us 
to request proposals from at least three qualified suppliers before a 
contract for the purchase of equipment or construction could be 
executed. 

Dr. Morean. The Rambo proposal was submitted in 1957? 

Mr. Kina. Yes. 

Dr. Morgan. Has anything been done since the Rambo proposal on 
this particular project? 

Mr. Beiu. Yes; there has been voluminous correspondence. The 
business I recited having to do with the possibility of the Utah Con- 
struction Co. came after Rambo’s rep ort, and since that was rejected, 
there has been a heavy exchange back and forth of the technical com- 
munications trying to see whether the Rambo recommendations were 
suitable or not suitable from the Pakistani point of view. Efforts 
to get agreement on the size and kind of sawmill required have gone 
on during this period and finally resulted in two alternate proposi- 
tions which the Pakistanis are now considering. 

Dr. Morcan. Did the Rambo proposal spell out specific plans and 
designs for a sawmill? 

Mr. Bext. It is not specific designs. 

Mr. Kine. Not the det ailed specifications. 

Mr. Beix. Not detailed specifications. The detailed design and 
specifications are yet to be obtained, yet to be contracted for. It is 
the more general outline of what the mill is to do that is set forth in 
these two alternatives. 

Dr. Morean. Is it the ICA’s intention now to send an engineering 
firm in there to design the sawmill ? 
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Mr. Beuu. It is our intention—assuming we reach agreement with 
the Pakistanis as to which of these general designs is suitable to them, 
it is our intention then to contract for the preparation of the detailed 
design specifications on which bids could be invited to procure and 
install the sawmill and to train the Pakistanis in its operation. That 
is the intention. 

Dr. Morean. Did the Rambo proposal contain any information as 
to whether the timber available there would justify erection of this 
mill ? 

Mr. Betx. I do not recall. Perhaps Mr. King can say. I do not 
think this was the kind of judgment Mr. Rambo’s contract called for 
him to provide. 

Mr. Kine. We have accepted the fact that a mill of this size is 
justified based on mission recommendations. We did not look to 
Rambo to make any market evaluation, merely to suggest the type 
of mill that could put the lumber in the area. 

Mr. Betxi. This lumber is very hard, very heavy, very difficult to 
handle. These logs run—some of them—54 inches in diameter, and 
they are brought downriver, floated, although they will not themselves 
float; they have to be wrapped with lots of bamboo. It is a very 
dense wood which requires a rather substantial and strong kind of 
mill to handle. It is also a very durable wood. Their hope was to 
use as much of this as possible for meeting railroad tie requirements 
which now have to be met by imports of either wood or steel ties. 

Dr. Morean. Back in 1952 was this a recommendation again from 
the FAO? 

Mr. Betz. No; this was not from FAO. This was the recommenda- 
tion based on advisers provided by, I guess it was, TCA—at any rate, 
the ICA predecessor agency of that date, by people who had been 
obtained by ICA’s predecessor agency from the United States Forest 
Service. : 

I believe Mr. Winters, who is here, is one of the gentlemen to whom 
I am referring and knows a great deal more about the technical as- 
pects of the lumber problem there than I could ever hope to know. 

Dr. Morean. Mr. Merrow. 

Mr. Merrow. Thank you, Mr. Chairman. 

Last week we had a pretty good course of instruction in sawmill 
operation in Formosa, which leads me to ask this: What is the capac- 
ity of this mill going to be or don’t the specifications indicate it yet? 

Mr. Kine. The mill will saw about 60,000 board-feet per day. 

Mr. Merrow. That sounds similar to the one we talked about with 
reference to Formosa. How much lumber is estimated to be in reserve 
in East Pakistan ? 

Dr. Morean. Mr. Winters, can you answer that ? 


STATEMENT OF ROBERT K. WINTERS, TRAINING OFFICER, FOR- 
EIGN FORESTRY SERVICE, DEPARTMENT OF AGRICULTURE 


Mr. Winrers. The sustainable yearly cut has been roughly estimated 
at 40,000 tons, and each ton is about 400 board-feet. That makes about 
16 million board-feet. At 200 days’ operation at 60,000 board-feet per 
day, the cut of the proposed mill would be 12 million board-feet. 

Dr. Jupp. Let me ask for those figures again. 
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Mr. Wrinvers. The above estimate, and I should say it is very crude, 
is the annual growing capacity of the forest area supplying this mill. 
The 16 million board-feet per year is therefore the allowable annual 
cut based on the growth rate, the volume of standing timber, and the 
length of time established for removing it. = 

Dr. Jupp. The mill you have in mind could process some 12 million 
board-feet a year ? 

Mr. Winters. If it were operated 200 days per year. 

Mr. Merrow. 16 million board-feet a year? That is indefinite? We 
talked about reserves of a billion board-feet in Formosa. I am trying 
to get a common denominator. 

Mr. Winters. East Pakistan has a substantial area of virgin timber. 
How fast the second-growth timber that will replace the virgin timber 
when it is cut will grow they do not know. Nobody knows. It was 
estimated roughly by the Pakistan foresters that they will be able to 
cut 40,000 tons per year or 16 million board-feet per year for as long a 
time as it takes to remove the original timber, and by that time they 
expect the new growth on the earlier cutting areas to be replenished 
to a point where they can be logged. 

Mr. Carnauan. How long is it going to take to remove the present 
stand of timber ? 

Mr. Winters. With the data as sparse as it is, sir, I would hesitate 
to hazard a guess on that. 

Mr. CarnaHan. You were saying after you had removed the timber 
you did not know what would happen. I wondered how long it is 
going to take to remove the present stand of timber. 

Mr. Winters. It would take decades. That is an estimate, sir. 

Mr. Merrow. This is an integrated sawmill that we propose to 
construct ? 

Mr. Bex. I don’t know what an integrated sawmill is. 

Mr. Merrow. Is it a sawmill where a log goes in and timber comes 
out sawed and sorted ? 

Mr. Bex. I don’t know. 

Mr. Winters. It will have equipment in addition to a head saw. 

Mr. Kine. There is a kiln and treating plant. 

Mr. Merrow. In this summary of the total $2,126,000 obligated for 
the contract, $1,600,000 is for the Rambo contract. Over $412,000 has 
been expended. Is that for logging and for the processing of lumber 
that is to come from this mill ? 

Mr. Winters. Some of that is for logging equipment and equip- 
ment for the treating plant. 

Mr. Merrow. Was the Rambo survey a survey of the entire project 
from the logging to the finished project ? 

Mr. Brut. No, sir. Rambo was concerned only with the sawmill 
itself. The original thing for the Forest Service was for the com- 
plete idea from forest to production of timber. 

Mr. Merrow. ICA is talking about sending Fairhurst out to For- 
mosa to make a study of the integrated project. Does that have to be 
done with this one? 

Mr. Brtx. I do not believe so. I think the outlines of this project 
are substantially clear: That what you have is a national forest area, 
which is to be harvested. It is a Government area. The Government 
wants to harvest it, and wants to harvest it to save the Government 
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exchange for other purposes. The project is required for the rail- 
roads. It is not very complex. It is also hoped that it will be a pilot, 
particularly in the research facilities to enable some study to be given 
as to what are the potentials for using this kind of lumber as well as 
lumber from the Sundarban Forest, in East Pakistan, to see what 
the potentials are. A great deal of study could be given to what the 
commercial possibilities are, in the long run, of ual products in East 
Pakistan. ‘That is not involved in this particular, more limited, 
project. 

Mr. Merrow. The next step is to award a contract to an engineering 
firm to draw up the specifications of the mill ? 

Mr. Bex. That is right. 

Mr. Merrow. What about this management survey business that 
we heard so much about in Formosa? We are getting along to bids 
being given out and we have not made a management survey. 

Mr. Betu. My feeling in this particular project—and there has been 
some difference of view within the agency about it, I am frank to 
say—my personal view is that we don’t need a management survey; 
that we do need, certainly, to have a contract for construction include 
provision for training in the technical operation of the mill, but it 
seems to me that, given the nature of the concept, which is one of the 
Government using its timber to meet its railroad requirements, pri- 
marily you are going to have all ends of the enterprise managed by 
government and you don’t have to set up something in between for 
a piece of it. It may be that the Pakistanis will not turn out to be 
competent to manage a sawmill, but I rather think they will turn out 
competent to do so. They are managing their railroads, steamboats, 
and other enterprises in this part of the country, and, as I said before, 
the Forest Service is one of the more effective instruments of govern- 
ment in this country. 

Mr. Merrow. I realize every country presents a different situation, 
but, in trying to arrive at a general principle of operation, those who 
had to deal with the situation in Formosa were very strong in their 
statements that there had to be a management survey in these various 
projects. That is the reason they said they held up the awarding of a 
contract. 

Now we come into another situation, and the answer seems to be 
that, because of the type of, well, shall we say the country with which 
we are dealing, that now we don’t need a management survey contract. 

Mr. Berti. Some people in ICA think you do. I don’t happen to 
agree with them. I don’t know anything about the Formosa one. I 
don’t want to make a comparison there because I don’t know anything 
about it, but this one, I just don’t think it is necessary. I think all you 
would accomplish would be that you would spend 6 months making 
a contract, you would spend a lot of money to get some people out 
there, and when you got through you would a right where you began. 
In addition, you would have delayed getting forward with this proj- 
ect another year or so. 

Mr. Merrow. It has not been decided whether we will have one or 
not in this situation. 

Mr. Brut. So far, it has been decided we won’t. I am leaving this 
job omorrow, Mr. Merrow. I can’t guarantee what will happen. 

Mr. Merrow. I hope we don’t get in the middle of this project and 
come up here and find out we did not have a management service con- 
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tract and something has gone wrong. I think the value of these hear- 
ings is to try to find a method of pr rocedure. I thought that perhaps 
we s could establish the principle on these various projects, where there 
is so much involved; we would have management surveys to begin 
with, so we would not have to go back and do it over. 

Mr. Bett. I don’t know whether it throws an light on my position 
or not, but I would distinguish between two kinds of management 
here. You are talking about management in the sense of being sure 
they know how to run a sawmill. If so, then I think, certainly, this 
has got to be a part of the contract for construction. In other words, 
people must be trained in how to use the machinery. If you are talk- 
ing about management in the sense that regards this as a commercial 
venture in which you are looking for business, then I don’t think it is 
necessary, because here you have the supplier and consumer alread 
identified as the same person. I don’t really see what kind of addi- 
tional management one company could usefully supply. 

Mr. Merrow. Yes, but do we know whether the logging equipment 
will fit the type of mill that will go along with the equipment ? 

Mr. Bewy. That is what we are having these design specifications 
made for. 

Mr. Merrow. If you have an overall utilization of that processed 
timber, I would think you would have to have some kind of a man- 
agement survey to put all those pieces together. 

Mr. Beiu. There has been a survey. Perhaps the word “manage- 
ment” confuses us. There has been a survey made by the Forest 
Service as to what kind of logs there were on the other end and the 
design specifications are to provide that intermediate stage. We do 
know what the logs are. They are being logged out now. They are 
right there where you can look at them. You do know what kind 
of railroad ties you need. I am not a technician, but it doesn’t seem 
to me a very complic ated problem for an engineer to take that kind of 
log to make it into the kind of lumber, and you need this kind of 
sawmill. 

Mr. Merrow. I didn’t think the other was too complicated, either, 
but it was before we got through. Are there any other sawmills 
there ? 

Mr. Beru. There is a small sawmill in Chittagong of a primitive 
type. 


STATEMENT OF CLARENCE S. GULICK, CHIEF, SOUTH ASIAN DIVI- 
SION, INTERNATIONAL COOPERATION ADMINISTRATION 


Mr. Gutick. It is antiquated and won’t handle the size logs this 
is intended to. 

Mr. Merrow. That is all, Mr. Chairman. 

Dr. Morean. Mr. Carnahan? 

Mr. Carnanan. I might raise a question on which we could develop 
some further delay. I wonder why they are sawing these teak logs into 
railroad ties? It just seems to me that wood of that caliber could 
well be put on the market and railroad ties can be bought, and prob- 
ably the Pakistan economy would come out in very good shape by so 
doing. 
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Mr. Bet. I suspect it may be true. Iam not certain. You do have 
a requirement as far as railroad ties are concerned in East Pakistan 
for a tie which is highly resistant to water, which teak has as a very 
real quality. 

I certainly cannot say that any really thorough study has been 
made of the economic potential of wood in this area, and as I said 
earlier, I think that such a study might be useful. I must admit, I 
have been approaching this problem, particularly when I was in Kara- 
chi, from the point of view of our relationships with the Pakistan 
Government, and the fact that we had made a promise to do some- 
thing which we weren’t doing. Maybe that promise was ill advised 
and certainly if one thought this was going to be a diastrous thing to 
do, I would say the promise was not a reason for continuing, but I 
haven’t seen any suggestion that this is going to be a bad thing. There 
are some suggestions ‘that it might be m: ade better. 

Mr. Carnanan. I can see that a sawmill of this type would saw 
other types of lumber. 

Mr. Brut. That is true. We have not felt that the design of the 
sawmill would confine its ultimate utility to that. This is simply the 
immediate plan. 

As I mentioned, there is a part, I don’t recall whether it is part of 
this project or a separate project, but there is a research program 
going on in cooperation between the Pakistan Forest Service and our 
own, “try ing to see what the potential of the 400 or more different kinds 
of wood that there are in East Pakistan may we, not only to this teak 
forest but to the iretente in forests, which is 2,400 square miles of a 

water forest that looks very much like the Everglades, practically un- 
inhabited in this country. It is bound to have some potential but 
the varieties of wood simply have not been tested and no one knows 
exactly what its potential might be. We hope to find out. 

Mr. Merrow. Will you yield? 

Mr. CarRNAHAN. Yes. 

Mr. Merrow. Do you not think that type study ought to be completed 
before we get into construction of a mill that can saw railroad ties, 
but we do not know how many other types of lumber there are to be 
sawed ? 

Mr. Betx. I would say it certainly sounds logical to say that is 
something that might well have been done first. 

Mr. Merrow. That isall. 

Mr. Carnanan. Well, it seems that pene very definite is being 
presented to us in connection with the project as to the overall amount 
of timber resources available, and then the other sawmill we studied, 
timber resources seemed to be one of the snags. We got the specifica 
tion for a sawmill set up and a decision was made that there should be 
a survey of the forest resources to see if they were not getting a mill 
that would cut out the resources in a very short period of time and 
there would be no use for the mill any longer. I wonder if we ought 
not to come up with a survey of the amount of logs available and 
whether it is going to be a long or short project. We have been told 
perhaps the Pakistan timber project is going to be a long project but 
nobody knows how long. 

Mr. Betz. This is something Mr. Winters is better equipped to 
answer than I. I understood him to say it would be long, and he was 
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not sure of its exact duration but I understood him to say it would 
be decades before you have harvested the logs outstanding. Mr. Win- 
ters may want to answer the question. He is the expert in the subject. 

Mr. Winters. The rough estimates of the Pakistan foresters, to 
which I previously referred, have convinced them that the present 
volume plus the anticipated annual growth on the forest area 1s more 
than sufficient to maintain the proposed sawmill. 

Mr. Bex. I would also say, Mr. Carnahan, the project adviser on 
this particular project, the man ICA has out there working with the 
Pakistan Forest Service, is a gentleman named Mr. George Spaur, who 
was formerly the State forester of Oregon and who is generally re- 
garded, I believe in forestry circles, as one of the more competent 
people in this field in the United States. He has been there now for 2 
years. He has been avid in his endorsement and recommendation of 
this project as his predecessors have been, and he is a technician of 
repute. I have confidence in him myself, and the Pakistan Govern- 
ment does as well. I don’t believe that he would have continued to 
endorse this project if he had any doubt about the findings which 
preceded as to availability of wood supply. 

Mr. Carnanan. Then there seems to be reason to believe that this 
is a feasible pilot project ? 

Mr. Bet. This is certainly our belief. I have no doubt in my own 
mind about this being a good project. I have not very much pride in 
how well we have performed on it. 


STATEMENT OF LESLIE A. GRANT, ASSOCIATE GENERAL COUNSEL, 
INTERNATIONAL COOPERATION ADMINISTRATION 


Mr. Grant. Mr. Carnahan, I would like to make a brief comment 
with respect to your question relating to the Ta Shu Shan Forest in 
Taiwan, where your recollection was that not much had been prepared 
in advance by way of an inventory of forest availabilities. I am not 
sure how clear this is in the record before the committee, nor am I an 
expert on it, but my recollection is that considerable information had 
been procured on this. 

I think the J. G. White report said that there was enough standing 
timber to keep a sawmill busy for 50 years and then it would only 
cut down half of the timber. The problem there, as far as ICA was 
concerned, was not lack of knowledge concerning the amount of 
trees available to cut down but rather that the agency felt that not 
enough had been done to ascertain the market possibilities of various 
forest products, and that such information should be to ascertain the 
kind of a sawmill that ought to be built. 

Mr. Carnauan. We had another witness who said that the sawmill 
as proposed for Taiwan would cut out the entire timber stand in 
10 years. 

Mr. Grant. Mr. Arnold said that. We were aware at the time that 
the J. G. White report said otherwise. We realized he must have 
either confused the question or had the wrong information, but we 
did not intervene to correct the record at that time. 

Mr. Carnanan. That isall, Mr. Chairman. 

Dr. Morean. Dr. Judd. 
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Dr. Jupp. Tell us some more about the sawmill that is already 
there sawing up the logs now being brought down. What is wrong 
with expanding or using it, and dropping this new project? I under- 
stand you have your logging operation going. It is bringing the logs 
down. They are already being sawed by somebody. I am just 
throwing out a question. I don’t know. 

Mr. Bet. I don’t know the answer, Mr. Judd. 

Do you have any answer, Mr, King? 

Mr. Kine. Mr. Winters may be able to answer that. 

Mr. Wrnters. Here is a photograph of the sawmill there. I can 
pass this around. It is very poorly equipped to produce the kind of 
material that they ought to have, of very limited capacity and very 
inefficient. The boiler is not sufficiently large to supply the power 
that is required to cut the hard logs, as Mr. Bell mentioned. 

Dr. Jupp. Some remark was made about the treating plant. Do 
you treat this lumber before it is sawed ? 

Mr. Guticx. I understand that what they are mainly using that 
for now is for treating poles. 

Mr. Winters. May I clear the record of a few errors? 

Dr. Jupp. Please do. 

Mr. Winters. The timber that is principally being cut from the 
Chittagong Hill tracts is not teak. It is locally called garjan (dip- 
terocarpus spp.), and is common throughout much of southeast Asia. 
The wood of garjan is not durable in contact with the soil, and rail- 
road ties produced from it should be given a preservative treatment. 
There is a preservative treating plant operated by the East Bengal 
Railroad about 20 miles south of Chittagong. It was planned before 
the timber extraction project was undertaken. I have been at the plant. 
It treats the crossties that are now being used that need preservative 
treatment and presumably would do the same for those that might 
be forthcoming in the future. The preservative treating plant sup- 
plied by the United States Government is at Kulna, across an arm of 
the Bay of Bengal, and I understand is used for treating poles that 
come from the Sundarban area that Mr. Bell has mentioned. 

Mr. Carnanan. The railroad ties are cut from what would be 
classed as a softwood, not a hardwood ? 

Mr. Winters. They are being cut from garjan, which has about the 
same hardness and weight as our oak and has many of its properties. 

Dr. Jupp. What is the new treating plant going to treat? 

Mr. Winters. The one we have already supplied ? 

Dr. Jupp. Yes. 

Mr. Winters. Telephone and electric poles. 

Mr. Bewx. It is there working. 

Dr. Jupp. You say this new sawmill has been held up. What is 
holding itupnow? Why doesnot ICA go ahead? 

Mr. Betu. We are waiting on the Government of Pakistan now. 

Dr. Jupp. What brings it here? Is there an unfavorable report 
from GAO? Why should we spend so much time on it? We are for 
it, you are for it. You admit there is delay. Why don’t we all speed 
it up instead of increasing the delay by these discussions ? 

Mr. Betu. I understood the projects discussed here were ones that 
illustrated a delay and there was a question as to how we might proceed 
in order to avoid delay. 


Owe Ss Oe Dn, 


co 








MUTUAL SECURITY PROGRAM 261 


Dr. Jupp. Maybe an investigation is not the way to avoid delay. 

Dr. Morean. Mr. Merrow ? 

Mr. Merrow. This leads me back to the matter I was mentioning a 
short time ago. I wish that somehow the ICA would decide on the 
policy they are going to use in a situation like this, because in the 
study of the sawmill delay in Formosa, I realize the question came 
up because of failure to award bids, we talked about general policy, 
and here I get back to the management contract question again. 
Your position in this is clear to me, , but you say there is a difference 
of opinion in the agency. 

Well, if this difference of bre ane exists in a matter of policy like 
this, isn’t there some way it can be unsolved ? 

Mr. Betu. Well, there is of course a procedure for settling differ- 
ences of opinion in the agency. The responsibility for deciding 
whether or not you will engage in a project in ICA rests primarily 
with the regional director of the area. In the event that the technical 
services feel str ongly that his decision is wrong, they have the right 
to be heard by him, and within 5 days, to appeal his decision in writin 
to the deputy director of the agency for operations, Dr. FitzGeral 
and Dr. FitzGerald is empowered to settle that dispute. 

If the deputy director of technical services feels Dr. FitzGerald’s 
decision was wrong, he can appeal it to the director of the agency and 
have it settled. There is a procedure. Nevertheless, it is also true 
that no regional director is going to lightly disregard views expressed 
by the technical services, and this frequently takes some time before 
he is in position to say he is certain it is right or wrong, to proceed in 
a particular way. 

Mr. Merrow. It was said last week that the procedure would be to 
have management contracts of all projects undertaken by the agency. 
It was also stated that the reason why an award was held up in For- 
mosa was because that had not been done, and it was admitted an er- 
ror had been made in notifying the field it should be done. I think 
the field should take this situation, with certain similarities, compare 
it with the other sawmill situation and come up with a policy that 
will apply in both instances. 

Mr. Bet. The decisions should not necessarily be identical ? 

Mr. Merrow. No; I am not saying they should be identical. 

Dr. Jupp. Your point is that the same procedure should be fol- 
lowed. 

Mr. Merrow. Yes. The testimony was that in practically every 
instance there should be some kind of management survey to obtain 
the overall picture. I think some kind of overall survey should be 
made, from what you just said a few moments ago about investigating 
the possibility of other uses for this lumber in ‘railroad ties. 

Mr. Bewt. I think this is a possibility. This gets back to the pos- 
sibility of how many projects } you can manage at once. I would say 
two things on your basic point. I think there is a question of how 
retroactive you make any policy with regard to commitments under- 
taken. I think, secondly, I have a general distrust of broad gen- 
eralizations that you will always have a management survey. I think 
you might say you will always have a management survey if what is 
proposed is A, B, C, D, but to say you will alw: ays have a manage- 
ment survey for any project it seems to me denies the question “of 
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what the project is, and what the facts surrounding it are. 
not be necessary in a given case. 

Mr. Merrow. I agree with you. This is a unique case. I mean 
I agree with that general principle, that perhaps you cannot apply 
it to everything, but the general procedure that was stated is that 
there should be in practically every situation a management survey. 

Now then, if you are not going to have it in this type of situation 
then the uniqueness of the situation ought in my opinion to be ex- 
plained to the committee. Otherwise, when the project moves along 
and you get into any kind of dispute with various contractors, in 
reference to specifications and all the rest, then something happens. 

You say “We didn’t do thus and so, so we are in trouble.” 

Dr. Jupp. How do you decide whether to have a survey in one case 
and not in the other case ? 

Mr. Merrow. That is what bothers me. 

Mr. Granv. I think Mr. Arnold said it would be ICA policy to 
have management infused into every project. I think he had in mind 
private- -enterpr ise-type operations where ICA is not assured there 
are competent local people to manage the enterprise. I do not believe 
his remarks were directed toward the kind of enterprise you have 
here, which is essentially a Government enterprise, run for a Govern- 
ment purpose and where there are Government people on the ground 
who have a certain amount of management skill. 

Now I would say that if ICA felt that, even in a Government 
enterprise, you did not have the technical people available to operate 
the machine, that provision would be made for this. But for a project 
like this Pakistan sawmill you would not need business management 
in the sense of entrepeneurs to look for a market to sell products and 
therefore you would not need a survey to determine the kind of prod- 
ucts you ought to be making to sell on the market. That is because the 
enterprise is a Government one producing for Government needs. 

Mr. Merrow. But you might need the kind of survey to tell you 
what kind of products this mill will turn out, according to your own 
statement. We ought to have a clarification. I am opposed to hasty 
generalizations as much as anybody. Here you are faced with a 
definite problem. Mr. Bell has said we might at some time during 
the survey decide what the two-thirds of this lumber would be used 
for. How about the other third? If you get into that kind of situa- 
tion you will have the project criticized as not having a proper survey 
in the beginning, and all the rest. 

Mr. Carnawuan. In Taiwan the timber all belonged to the Govern- 
ment. It would have been the utilization of government-owned 
timber, we have had witnesses that say the people in Taiwan were 
experienced in timbering. Perhaps they were as capable as they are 
in any of the other countries of the area. And yet, in this area we are 
told that we must have somebody supervise the operation of the proj- 
ect. An argument developed among the folks who were going to 
furnish the equipment, because the fellow who wanted the manage- 
ment contracts was not satisfied with the specifications that had been 
written by somebody else, because they wouldn’t do the job, in his 
opinion. 

We have that one in Taiwan in that situation. Then we have 
another sawmill in Iran which was furnished by one of the people 
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who were wanting to furnish the sawmill in Taiwan, that was shipped 
to Iran and has been there in stor age and never has been in operation. 
Then we have this one where seemingly there isn’t any need for this 
fuss over whether or not it will operate. We just need a sawmill, 
which probably may make more sense than the others. 

Mr. Berx. If I may make one statement, the sawmill in Teheran is 
now out of storage. 

Mr. Merrow. I would like to know if we have had surveys enough 
with respect to this problem, and, No. 2, when the United States 
engineering firm comes up with specifications and the bids have been 
let, are we going to award the contract, or are we going out and 
look for some more surveys and additional specifications, et cetera? 

Mr. Bex. On the second point, I can only say I hope not. Mr. 
Winters, do you have a comment on the first question ? 

Mr. Winters. I would like to talk on the first point. 

Mr. Bett. Mr. Winters did some of the survey. 

Mr. Winters. I think my first point should be that Mr. Bell has 
considerably overemphasized the part that the Forest Service played 
in determining the reserve behind this sawmill. In 1952 Mr. M. E. 
Becker and I were loaned by the Forest Service to the FOA mission 
in Pakistan to develop plans for mechanically extracting these logs, 
moving them from the woods to the river bank and down to the mill. 
The basic data as to the timber volume had been gathered, or was 
being gathered, by the East Pakistan Provincial F orest Department, 
which owned the timber. 

I am not sure how much confidence we should have in those figures. 
We believed at the time, and I still believe, that the timber supply 
was sufficient for a reasonably sized mill. We reasoned that any mill 
that was likely to be ordered and delivered at that time for the sum 
of money then available would be adequately supplied with standing 
timber. In the intervening years the concept of the size of mill that 
might be desirable has increased substantially, and I personally would 
not hazard a guess as to the adequacy of the timber reserve to support 
a much larger mill. There are, however, two very important points 
that have been overlooked, in considering the size of mill that should 
be built upstream from Chittagong. 

In the first place, there is the means of transporting the logs from 
where they stand in the woods to the mill. At the present time, and 
until the Karnafuli Dam is built, every log that comes down to the 
mill that will be there, or to the s: awyers that. are pitsawing now, must 
be floated during the monsoon season, which lasts from about the 
middle of June to the last of September. The stream is so shallow 
at the upper reaches where the logs originate, and for some distance 
down, that only the 6 to 8 freshets that nor mally occur during the 
monsoon season supply a depth of water sufficient to float the logs 
over the sand bars, stumps, and submerged logs. After each 4- or 5- 
day heavy rain the workers in the woods release log rafts that you 
saw in the pictures from their moorings on the river bank. The logs 
then float down the shallow portion of the river while the high water 
is sufficient to clear the sand bars and other obstructions. The floating 
capacity of the river very definitely limits the volume of logs that 
can be deliv ered to C hittagong until the Karnafuli Dam is completed. 

The Provincial Forest Service estimated that 10,000 tons of logs 
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was the maximum that could conceivably be put down this river. I 
believe, Mr. Bell, that you said they achieved 9,000 tons one year. 

Mr. Betz. The first year. 

Mr. Winters. Until the capacity of the transport system is in- 
creased, the construction of a sawmill requiring more than 10,000 tons 
annually is questionable. Of course, it might be reasoned that in the 
near future added facilities for transport will be available and one 
can afford to operate on partial capacity for a short time. 

Mr. Merrow. How many board-feet is that 9,000 tons? I cannot 
translate that. 

Mr. Winters. I roughly calculate that is 3.6 million board-feet. 

Mr. Merrow. That mill saws 60,000 a day. 

Mr. Winters. When the Karnafuli Dam is completed, the capacity 
to transport logs will presumably be unlimited. When we were there 
the plan was to transport the logs down the Karnafuli Lake by means 
of large barges and tugs. The lake was expected to be of sufficient 
length, and presumably of sufficient depth, to reach the logging area. 
It may not reach the very uppermost parts of the logging area, but 
other means of transportation might be developed for a short distance. 
Barging will, of course, necessitate additional equipment that must 
be provided. It will be fairly costly equipment but it should transport 
much larger quantities of logs. 

Mr. Merrow. On that point, do I understand that 9,000 tons is as 
much as you can get down there, and it is not going to supply this 
proposed mill ? 

The mill saws 60,000 feet a day and that amount would be only 
enough to keep it going for 60 days. Am I right in my figures? 

Mr. Winters. Ask your question of those gentlemen. 

Mr. Merrow. I think that is important because if that is the only 
supply and you have a mill over there operating for only 60 days 
out of the year, it just does not add up? 

Mr. Bet. Well, of course, you have to take into account what Mr. 
Winters said about the effect of the dam. This is not an imaginary 
dam; it is a dam which is being built. 

Mr. Winters. Yes, sir; it is being built. 

Mr. Beti. And, the water will be there. If you bought the facilities 
which would take care of 9,000 tons and a couple of years later you 
find you have got unlimited transport possibilities, then you would 
be in the soup for having built something which was completely 
inadequate to your product. There is a time phasing of this. 

Mr. Winters. The second point that I want to bring to your atten- 
tion is the ability of the local labor to quickly develop skills to operate 
and maintain heavy, complicated equipment. I have grave doubts on 
this point. Furthermore, local labor has been very sensitive about the 
importation of skilled machine operators from other parts of Pakistan 
or neighboring countries. The 1956 massacres at the Narayanganj jute 
mill and the Karnafuli paper mill were alleged to have been caused by 
the friction between local labor and imported skilled workers and 
supervisors. 

Now, I would not like to leave the impression that I am_ un- 
equivocally for a smaller, more modest installation, but I do believe 
that some of the hazards that a big installation naturally brings will 
certainly be less if we supply something more modest in the way of a 

sawmill, and I am only talking sawmill now. 
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In addition to the considerations bearing on the size of sawmill, 
I should like to point out that crossties should not be the only product 
cut from the Chittagong hill tracts. The Pakistan economy needs 
locally produced plywood and lumber. Pakistan produces annually 
50 to 55 million pounds of tea. Practically all of the 500,000 plywood 
tea chests per year required to ship this crop were imported from 
Finland and paid for in hard currency. One of the things Pakistan 
desperately needs is an industry to make locally the ply wood needed 
for tea chests. Furthermore, there is a rapidly growing market in 
Karachi for lumber that formerly came from Burma and, perhaps, 
from Thailand. Even before I left Pakistan in 1954 some of the 
British exporting firms in Chittagong were shipping squared timbers 
to Karachi where they could be sawed up and used for lumber for 
house construction, which is a higher form of use, certainly than rail- 
road crossties. 

I think I have said enough. By way of summary, there is a need 
for tying together the timber resource, its transportation, its process- 
ing, and its marketing. The timber resource of the Chittagong hill 
tracts should supply not only railroad crossties, but also plywood for 
tea chests and other products and lumber for house construction and 
other uses. 

Dr. Morean. Are there any further questions, Mr. Carnahan? 

Mr. CarnanHan. No further questions. 

Dr. Morcan. Mr. Merrow ? 

Mr. Merrow. I would just make this comment: I would conclude 
from what you have said that we are not quite in a position to let a 
contract for the drawing up of specifications of a sawmill in Pakistan. 
Would you cone a the same thing? 

Mr. Winters. I do not know exactly what kind of a sawmill has 
been proposed. “I should not recommend the awarding of a contract 
for a very largesawmill. Because of the need of the Pakistan economy 
for locally produc ed railroad crossties and lumber, and because of 
the need to train local labor in relatively simple sawmilling opera- 
tions, I should not oppose the recommendation of a small sawmill. 

Mr. Merrow. You have answered my question. 

Dr. Morean. Are there any further questions? 

Thank you, Mr. Winters, and thank you, Mr. Bell. 

The subcommittee stands adjourned. 

(Thereupon, at 5:07 p. m., the subcommittee adjourned.) 








APPENDIX 


CONGRESS OF THE UNITED STATES, 
COMMITTEE ON FOREIGN AFFAIRS, 
HOovusSE OF REPRESENTATIVES, 


Washington, D. C., January 27, 1958. 
Hon. JOSEPH CAMPBELL, 


Comptroller General of the United States, 
Washington, D. C. 


DEAR Mr. CAMPBELL: It will be very much appreciated if you will have an 
appropriate staff assigned to conduct an investigation into the circumstances con- 
cerning invitations to bid on a sawmill issued by the Central Trust of China, 
under an authorization of the International Cooperation Administration mission 
in China on December 18, 1956, with bids due March 18, 1957 (inv. U. S.-183—-D). 
It would be further appreciated if a report of the facts developed during such 
investigation could be made available to the Committee on Foreign Affairs by 
the middle of February. 

According to information made available to the committee, the ICA Assistant 
Deputy Director for Technical Services, Washington, D. C., cabled the ICA 
mission in China January 8, 1957, instructing that no bid awards be made 
pending a review of the project by a management firm. The bids were opened 
on March 18, 1957, and ranged from $206,000 to $925,000. Of the firms qualify- 
ing and meeting the specifications, the Enterprise Co., of Columbiana, Ohio, was 
the low bidder at $550,580, submitted through its agent, the Chung Teh Co., 
of Taipei. The second lowest bid was also submitted by the Enterprise Co., 
but submitted directly to Central Trust of China in the amount of $557,062. The 
third lowest bid, $568,500, was submitted by Salem Equipment & Supply Co. of 
Salem, Oreg. 

The bid specifications, I am informed, were prepared by J. C. White Engineer- 
ing Co., which concern has been under contract with ICA for about 6 years to 
give the Chinese Government technical advice and for that purpose maintains 
a branch in Taipei. 

Apparently following up the instructions of January 8, 1957, that no bid 
awards be made pending review of the project by a management firm, ICA has 
taken the position that no award will be made until after a survey is made by 
Fairhurst Technical Services, Ltd., which, I am informed, is a corporation or- 
ganized under the laws of Hong Kong with its principal United States office in 
San Rafael, Calif. Information reaching the committee is to the effect that 
under a contract now being negotiated, Fairhurst Technical Services is to re- 
ceive $650,000 for 2 years of technical services. 

Members of the committee have also been informed that since the opening of 
the bids and continuing at least until November 30, 1957, Central Trust of China 
has requested the bidders each month to extend the bids and performance bonds 
for another 30 days. 

It would be helpful to the committee in its considertaion of the mutual se- 
curity program to have a detailed analysis of this particular case with observa- 
tions and recommendations by the Comptroller General in time to be considered 
by the committee before it acts this year to extend the Mutual Security Act. 
Your assistance and cooperation in this matter will be very much appreciated. 

Sincerely yours, 
THomaS E. Morean, Acting Chairman. 
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COMPTROLLER GENERAL OF THE UNITED STATES, 
Washington, D. C., January 30, 1958. 
Hon. THoMAS E. MorGan, 
Acting Chairman, Committee on Foreign Affairs, 
House of Representatives. 

DEAR Mr. CHAIRMAN: Receipt is acknowledged of your letter dated January 
27, 1958, concerning invitations to bid on a sawmill issued by the Central Trust 
of China. 

Members of our staff have this matter under consideration and we will make 
every effort to develop the facts fer the committee by the middle of February. 

Sincerely yours, 
JOSEPH CAMPBELL, 
Comptroller General of the United States. 


COMPTROLLER GENERAL OF THE UNITED STATES, 
Washington, D. C., March 3, 1958. 
Hon. THomMas E. MorGan, 
Acting Chairman, Committee on Foreign Affairs, 
House of Representatives. 

DeaR Mr. CHAIRMAN: In response to your request dated January 27, 1958, 
the General Accounting Office has reviewed the circumstances concerning invita- 
tions to bid on a sawmill, issued by the Central Trust of China on December 
18, 1956, under an authorization of the International Cooperation Administra- 
tion (ICA). 

Herewith are three copies of a report on our findings, together with certain 
observations and recommendations, based on the information made available 
to us at the Washington office of ICA. As noted in the report, we could not de- 
termine that we had ascertained all data pertinent to this matter and the com- 
mittee may wish to inquire further into it with ICA. 

The findings on our review point to actions by the Washington office of ICA 
which do not appear to have been warranted by the related circumstances and 
evidence a breakdown in essential communications between the Washington 
office of ICA and the mission. 


We are recommending that— 

(1) The question as to the adequacy of the specifications for the sawmill 
equipment be resolved without further delay in order to expedite procure- 
ment of that equipment; 

(2) The need for the comprehensive services currently planned by the 
Washington office of ICA be reexamined with active participation by the 
mission, the Chinese Government, and the J. G. White Engineering Corp. ; 

(3) Other proposals for such services as may be considered necessary be 
solicited from qualified firms; 

(4) The qualifications of the Fairhurst Technical Services, Ltd., with 
whom ICA, Washington, is currently negotiating, be fully determined. 


We are pleased to remain at your service for any further information we 
may be able to furnish. 
Sincerely yours, 
JOSEPH CAMPBELL, 
Comptroller General of the United States. 


ReEPorRT ON REVIEW OF LOGGING AND SAWMILL PROJECT IN TAIWAN FINANCED BY 
INTERNATIONAL COOPERATION ADMINISTRATION, DEPARTMENT OF STATE 


INTRODUCTION 


In response to the request of January 27, 1958, by the chairman of the Com- 
mittee on Foreign Affairs, House of Representatives, the General Accounting 
Office has examined into the circumstances concerning invitations to bid on a 
sawmill, issued by the Central Trust of China * on December 18, 1956, under an 
authorization of the International Cooperation Administration (ICA) as a part 
of the economic and technical assistance program for Taiwan. 


1 The designated procurement agency for the Chinese Government. 
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Our examination consisted of interviews with responsible officials of ICA in 
Washington, reference to the agency’s financial records, and a review of related 
correspondence and memorandums on file in the Washington office of ICA. 

Following are our findings concerning the sawmill project which ICA approved 
for financing and the agency’s subsequent decision to delay award of a contract 
for the equipment until a comprehensive technical review has been carried out. 
We have made certain observations and recommendations, based on the infor- 
mation available to us at the Washington office of ICA. It was not practical 
for us to determine that we had ascertained all the relevant facts of the case 
and all the underlying reasons for the agency’s actions. Some pertinent infor- 
mation is on file at the mission in Taiwan. Accordingly, the committee may 
wish to pursue further inquiries at ICA to clarify these matters and to evaluate 
fully the actions of the agency. 

FINDINGS 


1. In April 1956, ICA agreed to finance equipment for a logging aad sawmill 
project in the Ta Shu Shan area of Taiwan. The project had been worked out 
jointly by the Chinese authorities, the ICA mission to China and the J. G. 
White Engineering Corp. in its capacity as advisers to the Chinese Government 
under an ICA-financed contract. ICA obligated $700,000 in 1956 and $400,000 in 
1957 for this equipment. 

2. The technical staff of the Washington office of ICA had previously approved 
the project, subject to certain conditions calling for more detailed equipment 
specifications. In communicating its approval, the Washington office did not 
transmit these conditions to the mission, and therefore no action was taken by 
the various parties in Taiwan to satisfy the technical staff in Washington. 

3. When the technical staff in ICA, Washington, learned that invitations to 
bid had been issued by the Chinese authorities in December 1956, based on speci- 
fications prepared by J. G. White, the mission was instructed (on January 8, 1957) 
that no awards should be made pending certain technical studies which the 
Washington staff considered necessary. 

4. In its insistence on these technical studies, the Washington office apparently 
did not give much weight to surveys and activities in the forestry field, conducted 
as part of the American aid program in Taiwan. 

5. The Washington office considered the specifications which were the basis for 
the invitations to bid not adequate for the type of sawmill proposed and cited 
inquiries by interested American firms which expressed uncertainty regarding 
the specifications. The Washington staff also referred to the wide range in bids 
received, from $206,000 to $925,000. 

6. The mission objected to the delays in procurement of the equipment and 
did not accept the reasons advanced by ICA, Washington, for the need of tech- 
nical services. It advised that after eliminating unresponsive bids the varia- 
tions between other bids were due primarily to high freight charges, high serv- 
ice charges, or overdesigned equipment which did not reflect on the adequacy 
of the specifications. The mission had two acceptable bidders under considera- 
tion and urged prompt Washington approval for the release of the contract 
award. Detailed information concerning the composition of the bids and their 
evaluation by Central Trust of China, J. G. White, and the mission in Taiwan 
was not available to us in Washington. 

7. The Washington office subsequently approved the procurement of the pro- 
posed logging equipment, but insisted on suspension of awards for the sawmill 
equipment pending the proposed technical survey and a revision of the specifica- 
tions. The Washington office also proposed a comprehensive technical assistance 
contract for the establishment of an integrated logging, milling, and forest prod- 
ucts development operation which would include the aforementioned services. 

8. Following suggestions received from the Forest Products Division, Depart- 
ment of Commerce, ICA contacted five firms regarding their interest in the pro- 
posed technical assistance contract. None of the firms was interested in the 
proposal at that time, and ICA conducted negotiations exclusively with Fair- 
hurst Technical Services, Ltd., of Hong Kong and San Rafael, Calif., which had 
previously expressed interest in the project. This firm had been considered 
qualified for the contemplated undertaking by the Forest Products Division of 
the Department of Commerce. A waiver of the agency requirement of com- 
parable proposals in contract negotiations was authorized by the ICA Deputy 
Director of Technical Services, to facilitate the negotiations with Fairhurst. 
The legal and controller’s staff in Washington approved the waiver reluctantly 
and did not insist on a review because of the indicated urgency of the project. 
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9. The mission expressed concern about the negotiations with Fairhurst, as 
this firm had made previous proposals for participation in the ICA aid program 
which the mission did not consider in harmony with the objectives of the pro- 
gram and the manner of its administration. 

10. The Washington office drafted a proposed technical service contract with 
Fairhurst for a 2-year term, at an estimated cost of about $650,000. The pro- 
posed contract provides for the contractor to establish a model logging and 
lumbering operation in the Ta Shu Shan forest area by rendering technical 
advice in all phases of timber resource development and to operate and manage 
logging operation facilities. The contract was submitted in December 1957 for 
approval by the mission and the Chinese Government. 

11. The Chinese Government accepted the proposed contract, but the mission 
expressed its belief that the acceptance was motivated by the desire to expedite 
any action considered necessary to implement the sawmill project. ICA obli- 
gated the sum of $325,000 from fiscal year 1957 and 1958 funds for initial financ- 
ing of the contract, the remainder to be financed in fiscal year 1959. 

12. At the time of our examination the contract with Fairhurst was being 
revised for final approval. The invitations to bid on the sawmill equipment have 
been withdrawn and invitations under revised specifications will be issued at a 
later date. 

OBSERVATIONS AND RECOMMENDATIONS 


1. The actions of the technical staff in Washington in halting the procurement 
of the sawmill equipment, once the project had been approved for implementa- 
tion by the mission and the Chinese Government, were contrary to the prescribed 
ageney procedures under the ICA system of decentralized administration of 
project assistance. 

To provide the safeguards of an adequate review procedure without hampering 
the expeditious implementation of projects, the Washington office, the mission, 
and the recipient country should have a full understanding as to the scope and 
description of the project. The essential features of the project should be deter- 
mined at the time the project is submitted for approval, as a step precedent to 
the execution of the project agreement. Having assured itself as to the scope 
and essentials of the project, including any related engineering services, ICA, 
Washington, should be able to rely on the mission personnel and J. G. White for 
proper implementation. 

2. Failure to advise the mission that the technical staff in Washington had 
requested more detailed specifications and failure to exchange pertinent program 
data which would permit an appropriate determination of the nature and scope 
of technical services required evidenced a breakdown of communications within 
ICA. Poor coordination between the Washington office and the missions with its 
retarding effect upon the implementation of the assistance program has been a 
serious problem in the agency’s administration and has been the subject of com- 
ment in reports by the General Accounting Office to the Congress on the programs 
in other countries. 

3. If the technical staff in Washington had legitimate concern over the ade- 
quacy of the equipment specifications, we believe that the proper procedure would 
have been to refer the matter to the J. G. White Engineering Corp. for remedial 
action, or to engage, with the concurrence of the Chinese Government and the 
mission, qualified outside services for this particular purpose. Such action 
should have been accomplished promptly, to permit any necessary changes in 
specifications and amendments to the bid invitations to be made within a reason- 
able period of time. 

We believe that the agency should without further delay resolve the question 
as to the adequacy of the specifications for the sawmill equipment, by obtaining 
competent outside services, in order to evaluate and amend if necessary the 
present specifications. 

4. The need for the technical services currently under negotiation with Fair- 
hurst seems open to question in the light of the circumstances disclosed by our 
review. The bid invitations called for delivery of equipment for a complete 
sawmill including installation and startup services. The project plans prepared 
in the field also contemplated a contract for advisory and management services 
in the amount of about $75,000 to follow completion of the sawmill installation. 
From this and other information it is evident that at the time the logging and 
Sawmill project was initially agreed upon, responsible Chinese and American 
officials and technicians in the field did not contemplate services of the scope 
and cost being negotiated with Fairhurst. These officials did not agree to the 
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need for such services when subsequently proposed by the Washington office of 
ICA. In addition, extensive studies of the development of Taiwan’s forestry 
resources have been made under the auspices of the American aid program, and 
the records show that sawmill operations in Taiwan have been fairly common, 
although reportedly on a generally smaller scale than the intended plans for 
the Ta Shu Shan area. 

We believe that the need for the proposed technical services should be clearly 
established, with participation by interested Chinese and American officials in 
the field, before the agency commits appropriated funds in the amounts presently 
contemplated. 

5. In the face of opposition from the field, the Washington office appears to 
have acted with undue haste in commencing contract negotiations with Fair- 
hurst. The agency had little information concerning the technical competence 
and financial reliabiliy of the selected contractor other than an endorsement 
by an official of the Department of Commerce. 

The waiver of comparable proposals was not warranted by the circumstances 
and was approved reluctantly by the agency’s legal and controller staff. 

At our suggestion, responsible officials of the Office of Industrial Resources, 
ICA, Washington, agreed informally to examine fully into the background and 
qualifications of the selected contractor before the final contract is executed. 
We also believe that, if the need for the services is established (as suggested 
in observation 4 above), the agency should solicit additional proposals from 
qualified firms so that the fairness of the contract terms proposed for Fairhurst 
can be properly evaluated. 


CONGRESS OF THE UNITED STATES, 
COMMITTEE ON FOREIGN AFFAIRS, 
HOUSE OF REPRESENTATIVES, 
Washington, D. C., March 5, 1958. 
Hon. JAMES H. SMITH, 
Director, International Cooperation Administration, 
Washington, D. C. 


DeaR Mr. SmirH: Enclosed is a copy of a letter from the Comptroller General 
of the United States dated March 3, 1958, together with a copy of a report which 
he submitted, pursuant to my request of January 27, relating to the circum- 
stances concerning a logging and sawmill project in Taiwan financed by the 
International Cooperation Administration. 

According to information furnished the Committee on Foreign Affairs, the 
International Cooperation Administration Assistant Deputy Director for Tech- 
nical Services, Washington, D. C., instructed that no bid awards be made 
pending a review of the project by a management firm. The bids were opened 
on March 18, 1957. I am informed that the Enterprise Co., of Columbiana, 
Ohio, was the lowest qualified bidder at $550,580. At the time I requested a 
review by the General Accounting Office, I understood that negotiations were 
being undertaken by the International Cooperation Administration for a survey 
to be made by Fairhurst Technical Services, Ltd., a corporation, I am informed, 
organized under the laws of Hong Kong. Under the contract being negotiated, 
Fairhurst Technical Services was to receive $650,000 under a technical service 
contract for a 2-year term. The proposed contract provides, according to the 
General Accounting Office “for the contractor to establish a model logging and 
lumbering operation in the Ta Shu Shan forest area by rendering technical ad- 
vice in all phases of timber resource development and to operate and manage 
logging operation facilities.” 

It is desired to call your specific attention to observation No. 1 in the General 
Accounting Office report which states: “The actions of the technical staff in 
Washington in halting the procurement of the sawmill equipment, once the 
project had been approved for implementation by the mission and the Chinese 
Government, were contrary to the prescribed agency procedures under the ICA 
system of decentralized administration of project assistance.” 

Observation No. 4 states in part “the need for the technical services currently 
under negotiation with Fairhurst seems open to question in the light of the cir- 
cumstances disclosed by our review.” 

In view of these and other statements contained in the General Accounting 
Office report, I am writing you to request that negotiations for this proposed 
technical service contract with Fairhurst Technical Services, Ltd., be suspended 
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until such time as the Committee on Foreign Affairs has an opportunity fully 
to inform itself on this case. 
Sincerely yours, 
THOMAS E. MorGAn, 
Acting Chairman. 


INTERNATIONAL COOPERATION ADMINISTRATION, 
OFFICE OF THE DIRECTOR, 
Washington D. C., March 13, 1958. 
Hon. THomas E. Morean, 
Acting Chairman, Committee on Foreign Affairs, 
House of Representatives, Washington, D.C. 
Deak Mr. CHAIRMAN: Thank you for your letter of March 5 relative to the 
logging and sawmill project in Taiwan. 
I had already ordered that no further action be taken in this project until 
I personally had an opportunity to review the matter. With regard to your 
request to suspend action on the project until such time as your committee has 
had an opportunity fully to inform itself on the case, be assured that no action 
will be taken before advising you of what we propose to do. 
Sincerely yours, 
J. H. Smiru, Jr. 


INTERNATIONAL COOPERATION ADMINISTRATION, 
OFFICE OF THE DIRECTOR, 
Washington, D. C., April 26, 1958. 
Hon. Tuomas E. MorGan, 
Acting Chairman, Committee on Foreign Affairs, 
House of Representatives, Washington, D.C. 


DEAR Mk. CHAIRMAN: Further reference is made to your letter of March 5, 
1958, and my interim reply of March 13 relating to the Ta Shu Shan logging 
and sawmill project in Taiwan. 

As a result of the interest of the members of your committee in this matter, 
my staff, at my direction, has subjected this project to a meticulous and compre- 
hensive reexamination and I have personally reviewed the matter in detail. I 
am pleased to advise you that this reexamination has confirmed our conviction 
that the present project and its proposed implementation are thoroughly sound 
and represent a most careful, conservative, and businesslike basis for assuring a 
wise and provident expenditure of ICA funds in the development of an inte- 
grated forest products industry in Taiwan. 

In coming to this conclusion we have carefully reviewed the report of the 
General Accounting Office relating to this matter and have carried out the rec- 
ommendations of the Comptroller General outlined in his letter to you of 
March 3, 1958. These recommendations were to reexamine the adequacy of the 
previous specifications for the sawmill, the need for the comprehensive manage- 
ment and technical services currently planned in the project, and the qualifica- 
tions of Fairhurst Technical Services, Ltd., to perform these services, and to 
solicit other proposals from qualified firms. We have performed each of the 
recommended actions and attached hereto is a report prepared by my staff and 
endorsed by me which describes the agency’s position with respect to each of 
the recommendations. 

In your letter, Mr. Chairman, you specifically referred to observations Nos. 1 
and 4 of the General Accounting Office report. Observation No. 1 characterizes 
the halt in the procurement of sawmill equipment by ICA/Washington after 
approval of the project as contrary to ICA procedures for administration of 
project assistance. Without reviewing ICA procedures at this time, I am 
sure that you will agree with me that where it becomes apparent before a 
project is implemented that a sounder project can be developed or a more 
desirable method of implementation set up, we should exert every effort to 
secure the benefits of the sounder project or the more desirable implementation. 
It is our considered judgment that this is what we have accomplished in the 
case of the Ta Shu Shan project. Observation No. 4 of the General Accountin® 
Office report is implicit in recommendation No. 2 on which we have fully com- 
mented in the attached report. 
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In summary, it is the position of ICA/Washington, the mission, and the 
Chinese Government that the presently planned project is the sound basis for 
securing the proper and much needed development of an integrated forest prod- 
ucts industry in Taiwan. The comprehensive services contemplated in this 
project are urgently required and we feel that the Fairhurst Co. is emi- 
nently qualified to render those services. The terms of the proposed contract 
including the contract price are fair and reasonable. 

It is urgent that the Ta Shu Shan project be implemented as expeditiously as 
possible. We propose, therefore, in the absence of a request to the contrary by 
the Foreign Affairs Committee, to proceed with the execution of the proposed 
contract with the Fairhurst Co. 

I trust that the foregoing comments will provide the committee with the 
information it sought. I shall, of course, be happy to provide any further 
information the committee may desire. 

Sincerely yours, 
J. H. Smiru, Jr. 


Ta Suu SHAN Provgect, TAIWAN 
Review of Recommendations of General Accounting Office 


The Comptroller General in a letter to the chairman of the House Foreign 
Affairs Committee made the following recommendations concerning the ICA- 
financed project to establish a sawmill and develop an integrated forest products 
industry in the Ta Shu Shan forest area of Taiwan. Each of these recommenda- 
tions has been acted upon by ICA and there follows a discussion of each recom- 
mendation and the ICA response to the same. 


RECOMMENDATION NO. 1 


“The question as to the adequacy of the specifications for the sawmill be 
resolved without further delay in order to expedite procurement of that 
equipment.” 

This question has been resolved. In our judgment the specifications for the 
sawmill equipment were inadequate. They could not and did not evoke com- 
parable proposals. They were criticized by some of the bidders themselves as 
being inadequate, and the best independent authority we have been able to secure 
has likewise characterized the specifications as “not sufficiently explicit to 
secure comparable proposals from bidders.” 

In order to carry out the above recommendation of the GAO, ICA consulted the 
Department of Commerce. The Department’s opinion and advice is set forth in 
a letter dated April 10, 1958, from Acting Assistant Secretary for International 
Affairs Marshall M. Smith: 

“In response to the conversation which we had yesterday concerning my recent 
letter to you, I have again taken the matter up with my people here. With 
reference to the sawmill we can definitely state that the specifications contained 
in the invitations are not sufficiently explicit to secure comparable proposals from 
bidders. 

“As I stated to you, it is our opinion that in order to secure sufficiently correct 
specifications an engineering study should be made by a qualified engineer. This 
study would determine the type, kind, size, and capacity of machinery necessary 
to meet the performance requirements contemplated and the specifications would 
describe the machinery accordingly.” 

This statement confirms the previous conclusion of ICA concerning the inade- 
quacy of the specifications. 

The criticisms directed at the inadequacy of the specifications as well as the 
variable ways in which the specifications were interpreted are illustrated by the 
following comments from various bidders: 

(a) “In the bid invitation, we are requested to quote on the mill and its corre- 
sponding equipment as a complete turnkey job operation. We are preparing 
our quotation based primarily on the specifications we have been given. How- 
ever, there are a few pertinent factors which we believe should be clarified. As 
an example, it is mentioned that the largest log will be 13 meters long by 3.5 
meters in diameter. This is equivalent to 42 feet long by 138 inches in diameter 
which, as you will appreciate, is an extremely large log. While we can design 
equipment for this size log, it would not be too practical, as it would make the 
mill too expensive and rather impractical. We are inclined to believe that only 
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a very small percentage of these large diameter logs will be used and plan on 
offering equipment which is more consistent with standard machinery and which 
will reduce considerably the dollar outlay required and make the mill a much 
more practical installation. We are suggesting that these large diameter logs 
be broken down by means of a chain saw prior to entering the sawmill so that 
they can be handled by the equipment and sawn into lumber. This is rather 
common practice here in the United States. 

“The bid invitation requires that we include quotations not only on the various 
items of sawmill machinery but planing mill equipment, chipper and baler, 
wood-briquette machine and dryer, electrical substation, lathe machine and bolter 
chip blower system and other items. While it is possible to quote on these items, 
a considerable amount of initial engineering is required in order to determine 
just what size these items have to be. We are going to endeavor to make 
assumptions in this regard and will submit as complete a proposition as is practi- 
cal, but believe you will agree that a considerable amount of detailed engineering 
is required in order to do this.” [Italic supplied. ] 

This comment was made in a letter to ICA from the U. S. Wallboard Machinery 
Co. 10 days after the bid invitations were issued on December 18, 1956. 

(b) On March 12, 1957, 6 days before the closing date for bids, the Prescott 
Co. wrote a letter to the Central Trust of China with a copy to ICA. This letter 
said in part: 

“We are submitting attached our bid on the sawmill equipment required for 
the Ta Shu Shan project. We have bid only on equipment that we believe may 
be suitable for this project, and have not bid on a ‘turnkey’ basis, as the bid 
invitation does not give sufficient information to enable us to make a firm pro- 
posal for design, engineering, plant layout, building construction, and all equip- 
ment required. 

“While a survey has been made of the proposed plant site, the details of the 
survey. have not been submitted with your invitation. The proposed plant 
site drawing gives no details or dimensions, and is of no value for planning a 
sawmill. There is no plat of the sawmill and planing mill site. Preferred 
locations of the pond and lumber storage yard have been omitted. Soil tests 
have undoubtedly been taken at the proposed site, but no information as to the 
nature of the soil has been given, and it is impossible to determine the size of 
the foundations and footings to support the machinery and buildings without 
this information * * *.” 

“The Prescott Co. have not previously undertaken a project of this nature 
on a ‘turnkey’ basis, since most mills either hire an unbiased consulting engi- 
neering company, or use their own engineers. We would not object to quoting 
this job on a ‘turnkey’ basis, assuming the overall responsibility of the project 
of subcontracting the consulting engineering, erection engineering, installation 
engineering, and purchasing and shipment of that equipment required which 
is manufactured by other suppliers. However, we do not believe this to be the 
most economical approach to a project of this scope. Any machinery manu- 
facturer undertaking this project on a ‘turnkey’ basis would necessarily be 
forced to increase the cost of the overall project for purchasing, expediting, 
subcontracting, engineering, financing, and contingencies. 

“Tt is our recommendation that a consulting engineer be hired to make a 
detailed plan, specifications and bills of material, which could then be sub- 
mitted to all manufacturers for bids. There are in the United States many 
consulting engineers capable of this work, who are unbiased and independent 
of all machinery manufacturers. By employing a reputable consulting engi- 
neer, you would be certain that the interests of the Central Trust of China and 
the project would be better served.” (Italic supplied. ] 

(c) On April 2, 1957, ICA received a letter from the Sumner Iron Works in 
which it was stated: 

“Ag you no doubt know, the request for bids did not include a detailed specifi- 
cation or drawing of any kind indicating the type of equipment required. 
Everything was requested in very general terms and it was up to each bidder 
to determine just what type of equipment would be the most suitable for the 
job. A very good description was given of the type of timber which must be 
handled by this mill and we got the impression that the logs were of greater 
than average diameter and weight. This would mean to us that a heavy type of 
sawmill equipment would be required throughout and, consequently, we sub- 
mitted our bid accordingly. [Italic supplied. ] 
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“As you may know, many of the other bidders included machinery which in 
our estimation is entirely too light for the job and we ask that you take this 
important item into consideration when making the final award.” 

(d) Later, on July 29, 1957 another letter was received from the U.S. Wall- 
board Machinery Co., stating the following: 

“Since December, we have prepared our bid and submitted this to Taiwan. 
We actually quoted on 12 different sawmills, ranging in price from $489,030.85 
to $856,717.25. The difference in the price of the mills is due to a difference 
in machinery specifications as well as electrical current characteristics. In other 
words, our higher bids conform basically to the specifications as set up by 
Taiwan, whereas our lower bids are on what we would consider a more prac- 
tical and economical sawmill installation to do basically the same job. 

“When submitting our bid we pointed out these differences to Taiwan, eaz- 
plaining that considerable dollar savings could be made if they were to adopt a 
more practical set of specifications, more in conformance with the standards 
used in this country. For example, as mentioned in our letter of December 27, 
the bid invitation calls for the equipment to handle logs 42 feet long by 138 
inches in diameter, which is a tremendous log, and to the best of our knowledge 
no sawmill anywhere in the world is cutting such large logs, nor does anybody 
we know of manufacture equipment of this size. 

“The Taiwan bid invitation also calls for supplying machinery and equipment 
extra to the sawmill itself. This includes chipper, planer, wood-briquet equip- 
ment, lath machinery, etc. It is probable that the Taiwan engineers had a good 
reason for this extra machinery, but it is our feeling that perhaps it would be 
wiser to get the sawmill installed at as low a cost as possible. Then, when the 
sawmill is operating efficiently, install whatever additional machinery is neces- 
sary to complement the initial plant.” 

“Nevertheless, being familiar with Government formalities and bid requests, 
we submitted our offers based on the specifications set up by Taiwan, at the 
same time pointing out to them the various matters mentioned above. We 
also suggested it would be more practical to change their electrical specifications 
which call for motors to operate on 3,300-volt current. When compared with 
motors for operation on 220/440 volts (the acceptable standard) this involves 
an increased cost on the mill equipment of $25,000 to $35,000 * * *.” 

“Tt would seem to us that a complete reappraisal of the Taiwan bid invitation 
should be made in order to bring it into a more practical category * * *.” 
[Italic supplied. ] 

The inadequacy of the specifications to evoke comparable proposals is dem- 
onstrated by the fact that the Prescott Co. did not submit a bid on a “turnkey” 
basis because “the bid invitation does not give sufficient information to enable 
us to make a firm proposal for design, engineering, plant layout, building con- 
struction, and all equipment required’’—whereas the Sumner Co. advised that 
it was submitting a bid for “a heavy type of sawmill equipment” which it be- 
lieved was the type requested and contrasted its bid with bids of others who 
were offering “light” machinery. The U. S. Wallboard Machinery Co., on the 
other hand, started out to offer a “quotation” for “a complete turnkey job * * * 
based primarily on the specifications * * * given,” and ended up by submitting 
12 bids ranging in price from $489,030.50 to $856,717.25 and explained its bids 
as follows: 

“The difference in the mills is due to a difference in machinery specifications 
as well as electrical current characteristics. In other words, our higher bids 
conform basically to the specifications as set up by Taiwan, whereas our lower 
bids are on what we would consider a more practical and economical sawmill 
installation to do basically the same job.” 

The lack of specificity in the “specifications” and their consequent inability 
to evoke comparable bids is indicated further by the range of bids received 
from all bidders which extended from $206,000 to $925,000. The variation in 
bid range of over 400 percent clearly demonstrates that the bidders were not 
competing on a comparable basis. The bidders themselves realized that they 
were offering on the basis of uncertain, generalized specifications, when 10 
bidders submitted 25 proposals. One submitted 12 proposals; 4 submitted 2° 
proposals apiece; and the others each submitted a single proposal. 

The specifications were basically inadequate because through lack of spec- 
ificity they, in effect, invited each manufacturer to offer what he thought was 
appropriate instead of prescribing with reasonable definiteness the machinery 
required by the purchaser based upon a competent independent engineering 
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appraisal of needs. The Sumner Co. in its letter described the situation in 
these terms: 

“As you no doubt know, the request for bid did not include a detailed speci- 
fication or drawing of any kind indicating the type of equipment required. 
iverything was requested in very general terms and it was up to each bidder 
to determine just what type of equipment would be the most suitable for the 
job.” 

The Prescott Co. suggested the proper approach: 

“It is our recommendation that a consulting engineer be hired to make a 
detailed plan, specifications and bills of material, which could then be submitted 
to all manufacturers for bids. There are in the United States many consulting 
engineers capable of this work, who are unbiased and independent of all ma- 
chinery manufacturers. By employing a reputable consulting engineer, you 
would be certain that the interests of the Central Trust of China and the proj- 
ect would be better served.” 

And the U. 8. Wallboard Machinery Co. after submitting 12 bids in a sweep- 
ing effort to offer some kind of an acceptable sawmill, whatever the specifica- 
tions might be, finally confessed— 

“It would seem to us that a complete reappraisal of the Taiwan bid invita- 
tion should be made in order to bring it into a more practical category. * * *” 

It was, in the language of the U. S. Machinery Co., “to bring it (the bid in- 
vitation) into a more practical category” and, in the language of the Prescott 
Co., “by employing a reputable consulting engineer” to assure that “the inter- 
ests of the Central Trust of China and the project would be better served” 
that ICA took action to arrest procurement under the unsatisfactory specifica- 
tions and to secure an independent qualified engineering study of practical needs 
to result in objectively stated specifications which would evoke comparable pro- 
posals on a competitive basis and thus provide the type of machinery best 
adapted to the needs of Taiwan at the lowest cost to the United States. 


RECOMMENDATION NO. 2 


“The need for the comprehensive services currently planned by the Washing- 
ton office of ICA be reexamined with active participation by the mission, the 
Chinese Government, and the J. G. White Engineering Corp.” 

Although ICA’s earlier studies of the matter convinced us of the need for the 
comprehensive services currently planned, we have, nevertheless, in a good- 
faith response to the foregoing recommendation, made a careful reexamination 
of the project in all its aspects including the need for the comprehensive serv- 
ices. We have likewise requested the mission to review this need once more 
with the Chinese Government which is in consultation with the J. G. White 
Engineering Co., its technical adviser. This reexamination has reaffirmed our 
opinion that the comprehensive services currently planned are not only needed 
but afford, as a positive matter, the best assurance of a wise and provident use 
of ICA funds to develop a forest-products industry in Taiwan. The response 
from the mission indicates, likewise, that both the mission and Chinese Govern- 
ment agree that the management and technical services involved in the current 
project are “urgently required [to] provide guidance on [the] new type [of] 
operations” contemplated on the Ta Shu Shan project which is slated to become 
a prototype for developments in four other areas of Taiwan as part of a broad 
program “for proper and much-needed development [of the] greatest natural 
resource available [in] Taiwan.” 

Actually, Taiwan’s needs in the development of the sawmill industry are not 
limited to another sawmill at Ta Shu Shan. The mere addition of another, 
possibly uneconomic, sawmill to the six-hundred-odd sawmills already in Taiwan 
would not be a significant contribution to development of the Taiwan economy. 
The task is to secure the establishment of the lumbering industry in Taiwan on 
a sound, businesslike, economically run basis. This is a big order but an 
urgently necessary objective for Taiwan. At the present time, although the 
forest resources of Taiwan are large, timber must be imported at the cost of 
‘valuable foreign exchange. Three and one-half million dollars were utilized for 
timber imports in 1956. The Taiwan sawmills are generally inefficient and local 
market prices exceed world market prices by 200 to 400 percent. Present log- 
ging systems are very primitive and logs must be broken down to small sizes to 
move them. There is not a single sawmill in Taiwan that can be classified as a 
production sawmill capable of producing lumber from large, long logs. Pro- 
duction of forest products in 1956 was less than four-tenths of 1 percent of the 
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present sawtimber on hand and ready for harvesting. Furthermore, all the 
operating plywood plants as well as many sawmills are using imported logs and 
timber. In addition, the economics of logging and sawmill operations is 
enmeshed in political, financial, taxation, and administrative problems on which 
sawmill operators urgently need technical assistance and advice. The former 
Director of the Provincial Forestry Administration which controls about 95 per- 
cent of the timber in Taiwan was convicted of fraud and corruption and lesser 
officials might also have been involved. 

In this picture of sad economics and sorry politics it is not ICA’s plan to 
insert merely another sawmill. It is our mission to set up, with competent tech- 
nical and managerial advice from the very inception, a modern logging and 
lumbering operation in the Ta Shu Shan area geared to function economically 
in the production of items required by the Taiwan economy, an operation which 
will set a pattern for logging and lumbering operations in other parts of Taiwan 
and thus lift the industry as a whole to a point where it makes a sound contri- 
bution to the economie viability of Taiwan. 

Before approving the project in 1956, the mission required that an agency 
independent of the Taiwan Forestry Administration be established to manage 
the Ta Shu Shan Forest as well as all sales and distributions of timber from 
there. The J. G. White Engineering Co. in its report to the Chinese Government 
recommended that “the management of the Ta Shu Shan corporate body should 
obtain active management direction from a United States management group.” 
The comprehensive services contemplated in the current ICA project fulfill this 
recommendation. 

RECOMMENDATION NO. 3 


“Other proposals for such services as may be considered necessary be solicited 
from qualified firms.” 

Although ICA has felt certain that the proposal of the Fairhurst Co. to 
undertake the planned managerial and technical services was sound and that 
the price negotiated for those services was fair and reasonable, the agency, 
nevertheless, pursuant to the above recommendation has solicited additional pro- 
posals from other firms. Specifically, ICA resolicited the 5 firms who, in ad- 
dition to the Fairhurst Co. were recommended to ICA by the Department 
of Commerce as qualified to undertake the services. Four of these firms indi- 
cated that they were still not interested in participating in the project (Edward 
Hines Lumber Co., Chicago, Ill.; Longbell division, International Paper Co., 
Longview, Wash.: Simpson Timber Co., Seattle, Wash.; and Weyerhaeuser 
Timber Co., Tacoma, Wash). No indication of interest has been received from 
the fifth firm (Al Pierce Lumber Co., Coos Bay, Oreg.) in the 2 weeks that have 
elapsed since ICA solicited the firm’s home office for a proposal and it is pre- 
sumed that the firm has no interest in participating in the project. 

In addition to the foregoing, ICA solicited the National Lumber Manufac- 
turers’ Association to nominate from its membership firms which might be 
interested in participating in the Ta Shu Shan project. The association, on the 
basis of its own policies, declined to suggest any firm. ICA thereupon made a 
similar request of the West Coast Lumberman’s Association, bearing in mind the 
observation in the report of the J. G. White Engineering Co. to the Chinese 
Government that the sizes of timber, topography of forest area, and logging sys- 
tem most suitable for Taiwan are similar to those found in the Pacific North- 
west Douglas-fir region. The latter association nominated the following firms: 
Giustina Bros. Lumber Co., Eugene, Oreg.: Medford Corp., Medford, Oreg.; 
Booth-Kelly Lumber Co., Springfield, Oreg.; Williamette Valley Lumber Co., 
Pacific Building, Portland, Oreg.; St. Paul & Tacoma Lumber Co., Tacoma, 
Wash. ICA was unsuccessful in communicating with the last two firms. The 
first three have indicated a lack of interest in the project. 

We do not consider it desirable to extend our efforts further to find another 
firm which might be interested in submitting a proposal. We consider it highly 
unlikely that a firm would be found more qualified for the services planned 
than the Fairhurst Co., which has long experience in lumber operations in the 
Pacific Northwest and in the Far East. Based upon our experience with con- 
tracts with other United States firms doing work abroad, it is our considered 
opinion that the proposed contract price for the Fairhurst services is fair and 
reasonable. 

We are apprehensive concerning further delay in the implementation of this 
project. Any extended delay may jeopardize the present opportunity to secure 
the services of the Fairhurst Co., and if these should not be forthcoming, the 
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whole project will be seriously delayed while ICA seeks another firm to per- 
form the services, a firm which might be less qualified than Fairhurst and whose 
price could be higher. Furthermore, each day’s delay adds to the drain on 
Taiwan’s foreign exchange resources as they are being expended to finance 
lumber imports which could be reduced, or possibly eliminated altogether, by 
proper development of the Ta Shu Shan and other forest areas of Taiwan. 
As previously pointed out lumber imports into Taiwan during 1956 cost approxi- 
mately $314 million. 


RECOMMENDATION NO. 4 


“The qualifications of the Fairhurst Technical Services, Ltd., with whom 
IiCA/Washington is currently negotiating, be fully determined.” 

We have carefully checked the qualifications of the Fairhurst Co. to perform 
the services planned for the Ta Shu Shan project and are satisfied that the 
Fairhurst Co. is fully qualified. Fairhurst Technical Services, Ltd., is one of 
several companies controlled by Mr. A. W. Fairhurst who, according to infor- 
mation supplied by the National Lumber Manufacturers Association has been 
engaged in the lumber industry since 1919 and who from 1923 to the present 
time has actually owned and marketed over 2 billion feet of lumber in Wash- 
ington, Oregon, Idaho, and California. The association further reports that 
he and coofficials of his enterprise have supervised the logging, milling, and 
sales of an additional 2 billion feet. The Fairhurst Co. has built, owned, and 
operated sawmills and remanufacturing plants and has been engaged in con- 
tinuous operations ever since organized. During the depression period of the 
1930’s the firm directed the operation of between 30 and 40 mills in Washington 
and Oregon. Mr. Fairhurst personally designed and built the Fairhurst mill 
at Athena, Oreg., which is “outstanding for its efficiency of operation.” In 
addition, the Fairhurst Lumber Co. maintained a lumberyard and did lumber 
remanufacturing in Nanking, China, from 1931 until the start of the Japanese 
war in 1941. 

It is contemplated that under the proposed contract with Fairhurst Technical 
Services, Ltd., Mr. Fairhurst will personally go to Taiwan as project director 
accompanied by Mr. L. I. Clark as milling adviser. Mr. Clark for the past 2 
years has been managing superintendent and director for all sawmills and 
plywood plants of Fairhurst lumber companies in Oregon and California. From 
1948 to 1955 he managed mills in California and Oregon; from 1920 to 1948 he 
was engaged in sawmilling in the Pacific Northwest, except for a short period 
of time when he was engaged in lumber purchasing operations. 

Prior to, and in addition to, the endorsement of the Fairhurst Company by the 
Department of Commerce, ICA had received assurances from at least four other 
sources as to the competence or integrity of the Fairhurst Company. The 
National Lumber Manufacturers Association through its executive vice president, 
Mr. Mortimer B. Doyle, after reciting the history of Mr. Fairhurst’s operations 
said: 

“The above information indicates that Mr. A. W. Fairhurst is undoubtedly 
qualified to set up the logging-milling operation on the Island of Formosa. This 
is further substantiated on the basis of his actual operating experience in 
China. ” 

The West Coast Lumbermans Association through its executive vice president, 
Mr. H. V. Simpson, identified itself with the endorsement of Mr. Fairhurst and 
the Fairhurst Lumber Co. by the National Lumber Manufacturers Association 
and said: 

“T have known Mr. Fairhurst and his company for 25 or 30 years. Their repu- 
tation in the industry is excellent and Mr. Fairhurst has unquestioned qualifica- 
tions for the assignment that is being suggested.”’ 

The Bank of America has reported favorably on the financial condition of the 
Fairhurst companies and states: 

“Our relationship with the Fairhurst interests and its principals has been 
entirely satisfactory and we have not heard of any occasion where they have not 
been good for their commitments.” 

The Seattle-First National Bank advised ICA that Mr. Fairhurst and his 
companies “have been well and favorably known to the Seattle-First National 
Bank and its officers over a period of many years,” and reported : 

“Based upon this acquaintance we have formed a high opinion of Mr. Fair- 
hurst’s integrity, and it is our observation that he has had long, favorable, and 


thoroughly diversified experience in essentially all phases of the lumber 
business.” 
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A letter to ICA from Mr. George M. Fuller of the National Association of 
Manufacturers asserts with reference to Mr. Fairhurst: 

“His firsthand knowledge of the problems of manufacturing and distribution 
in that area (Far East) stack him as probably the best qualified man in America 
to manage and run an enterprise such as you are contemplating. I would cer- 
tainly say that the selection of this man by the ICA would be very wise and 
prudent.” 


Copies of the letters from which the above quotations were taken are attached 
hereto. 





THE ASSISTANT SECRETARY OF COMMERCE, 
Washington, D. C., April 10, 1958, 
Mr. Epwin H. ARNOLD, 
Deputy Director for Technical Services, International Cooperation Ad- 
ministration, Miaitico Building, Washington, D.C. 

DEAR Mr. ARNOLD: In response to the conversation which we had yesterday 
concerning my recent letter to you, I have again taken the matter up with my 
people here. With reference to the sawmill we can definitely state that the 
specifications contained in the invitations are not sufficiently explicit to secure 
comparable proposals from bidders. 

As I stated to you, it is our opinion that in order to secure sufficiently cor- 
rect specifications an engineering study should be made by a qualified engineer. 
This study would determine the type, kind, size, and capacity of machinery nec- 
essary to meet the performance requirement contemplated and the specifications 
would describe the machinery accordingly. 

Sincerely yours, 
MARSHALL M. SMITH, 
Acting Assistant Secretary, International Affairs. 





[Incoming cablegram] 


INTERNATIONAL COOPERATION ADMINISTRATION 


Control: 6791 
Received: April 11, 1958. 
4:09 a. m. 
From: Taipei. 
No.: TOICA 977, April 11. 
Reference: ICATO 857. 
Subject: Ta Shu Shan. 


1. GRC states and mission concurs Ta Shu Shan project required for proper 
and much needed development greatest remaining natural resource available 
Taiwan. This truck-logging project is first break-away from traditional Japa- 
nese-type rail-cableway logging and follows practice used rugged terrain United 
States Pacific northwest. Ta Shu Shan also provides for first instance inte- 
grated modern logging transportation sawmill and milling operation. GRC pro- 
poses extend similar type development four other areas after successful opera- 
tion Ta Shu Shan project and training management-technical personnel this type 
operation. This in line with original intent Ta Shu Shan project which was es- 
tablished provide solution high lumber prices, inadequate timber supply, and 
develop solutions present Administrative entanglements interfering with timber 
production sales and participation private enterprise in forest industry with 
operational pattern ultimately to be extended total forest development program. 

2. Management-technical services urgently required provide guidance on this 
new type operation. Note GRC-mission, when fearing possible delay contract 
services had even considered emergency employment certain technicians tem- 
porary basis through J. G. White or other sources (TOICA A-1206). Also note 
proposed technical service contract indicates strong desire part GRC insure 
positive development new type operation by inclusion unusual feature contract 
providing for participation in management by technical team members rather 
than usual strictly advisory role. 

3. Recommend proceeding with project promptly and expedite management 
contract. 


HARALDSON. 
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BANK OF AMERICA, 


San Francisco, Calif., July 26, 1956. 
Mr. JoSEPH BONNER, 


ICA, Rochambeau Building, 
Washington, D.C. 

DEAR MR. BONNER: This letter is written at the request of Mr. A. W. Fairhurst, 
president of A. W. Fairhurst Co., Ltd. 

We are informed that the subject company is a private limited-liability com- 
pany incorporated under the Hong Kong Companies ordinance on May 31, 1955. 
The company is engaged in the handling of a general import-export business. 
Directors are Mr. A. W. Fairhurst and Mr. H. S. Wu. 

Mr. A. W. Fairhurst is the principal of Fairhurst Lumber Co., with its head 
office at 2144 Fourth Street, San Rafael, Calif. Offices are maintained in Eugene 
and Portland, Oreg., and Seattle, Wash. The subject company is a member of 
the Fairhurst interests to whom we make available individual commitments 
totaling slightly less than seven figures. Their combined unaudited financial 
statement of December 31, 1955, shows a net worth of small seven-figure pro- 
portions. 

Mr. H. 8S. Wu was formerly a successful lumber merchant in Shanghai. He is 
vice president of China-American Corp., Ltd., which deals with Korea and 
Taiwan and has its head office at 1473 Dextor-Harton Building, Seattle, Wash. 
This company is also affiliated with Fairhurst Lumber Co. 

The bank of account for A. W. Fairhurst Co., Ltd., reports a satisfactory 
deposit relationship has been maintained since August 1955, with current bal- 
ances averaging in the low to medium five figures. 

Our relationship with the Fairhurst interests and its principals has been 
entirely satisfactory and we have never heard of any occasion where they have 
not been good for their commitments. 

Should you desire further information we will be pleased to be of service. 

Sincerely, 
C. C. Svewart, Assistant Cashier. 


NATIONAL LUMBER MANUFACTURERS ASSOCIATION, 


Washington, D.C., February 12, 1958. 
Mr. Cari Grroux, 


Director, Office of Industry Resources, 
International Cooperation Administration, 
Washington, D.C. 


DEAR Mr. Giroux: I understand that your Mr. Howard Repass has made in- 
quiry of this office regarding Mr. A. W. Fairhurst who is presently being con- 
sidered by the ICA to build and manage a sawmill and allied lumber and for- 
estry operations for the Government of Formosa. Although I have only been 
identified with the lumber industry for a relatively short period of time, having 
taken over the position of executive vice president of the National Lumber 
Manufacturers Association last June, it has been my pleasure to meet and know 
Mr. Jack Fairhurst, vice president of the above company, and subsequently 
assimilate information on their operations. In addition, following your inquiry, 
I have talked with others who are acquainted with Mr. A. W. Fairhurst and 
submit the following which I feel will be of interest to you. 

Mr. A. W. Fairhurst, founder and present chairman of the board of the Fair- 
hurst Lumber Co., started in business in 1919, and from 1923 to the present time 
has actually owned and marketed over 2 billion feet of lumber in Washington, 
Oregon, Idaho, and California. He and other officials of the operation, including 
his brother, C. J. Fairhurst, and nephew Jack Fairhurst, have supervised the 
logging, milling, and sales of an additional 2 billion feet. 

The company has actually built, owned, and operated sawmills and remanu- 
facturing plants in the four States listed above. Currently, their largest mill 
is at Fort Seward, Calif., and they also manage a plywood plant at Willets, 
Calif. In contrast to some operations, the Fairhurst Lumber Co. has been in 
eontinuous operation and has expanded measurably without interruption since 
it was organized. During the depression period of the 1930’s, the firm directed 
the operation of between 30 and 40 mills in the States of Washington and Oregon. 

At the time of the NRA and in view of the fact that the small mills on the 
west coast had difficulty in adhering to the regulations, Mr. A. W. Fairhurst 
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Was instrumental in having a separate code established to accommodate the 
smaller concerns. 

In addition to the above activities, the Fairhurst Lumber Co., maintained a 
lumberyard and did lumber remanufacuring in Nanking, China, from 1931 until 
the start of the Japanese war in 1941. 

Mr. Fairhurst personally designed and built their present mill that is now 
in Athena, Oreg. This plant is outstanding for its efficiency of operations. 
Actual timing of 34% minutes has been established from the time the log leaves 
the pond and enters the mill where it is sawn, surfaced, double-end drilled, 
graded, marked, and lignin end treated until it is put into the boxear for 
shipment. 

The above information indicates that Mr. A. W. Fairhurst is undoubtedly 
qualified to set up the logging-milling operation on the Island of Formosa. 


This is further substantiated on the basis of his actual operating experiences in 
China. 


Sincerely, 


MortTiMer B. DOYLE. 


SEATTLE-First NATIONAL BANK, 


Seattle, Wash., July 31, 1956. 
Mr. Joe BONNER, 


Director of Industrial Engineering, ICA, 
Rochambeau Building, Washington, D. C. 


DEAR Mr. BONNER: I have recently had the pleasure of a conversation with 
Mr. A. W. Fairhurst in which he indicates that he is in the process of working 
out arrangements with your organization for providing technical and advisory 
assistance on the Island of Formosa in connection with the establishment of 
logging and sawmill operations. 

At his request, we are writing to indicate that he and the several companies 
with which he has been connected have been well and favorably known to the 
Seattle-First National Bank and its officers over a period of many years. Based 
upon this acquaintanceship, we have formed a high opinion of Mr. Fairhurst’s 
integrity, and it is our observation that he has had long, favorable, and thor- 
oughly diversified experience in essentially all phases of the lumber business. 
His companies have produced and sold very substantial quantities of railroad 
ties and lumber over the past several years, including upwards of 150 thousand 
feet of lumber products that Mr. Fairhurst’s records indicate that we have 
helped finance that have been shipped to China and other parts of the Orient. 

We trust that the foregoing will be of assistance, and, if there is anything 
further that you would like to have us supply regarding Mr. Fairhurst or the 
companies with which he has been associated, please do not hesitate to call upon 
us. 

Very truly yours, 


R. C. MAcDoNALD, Vice President. 


SEATTLE-FIRST NATIONAL BANK, 


Seattle, Wash., August 3, 1956, 
Mr. Joe BONNER, 


Director of Industrial Engineering, ICA, 
Rochambeau Building, Washington, D.C. 

DEAR Mr. Bonner: This is in reference to our Mr. MacDonald’s letter of July 
31 relative to Mr. A. W. Fairhurst and his related interests. 

It has been called to my attention, in Mr. MacDonald’s absence from the 
bank, that the quantity of lumber referred to in the second paragraph of his 
letter should have read 150 million feet of lumber products that Mr. Fairhurst’s 
records indicate that we have helped to finance that have been shipped to China 
and other parts of the Orient. 

We trust this gives you a little clearer picture as to the extent of Mr. Fair- 


hurst’s interests, and assure you of our pleasure in making this information 
available to you. 


Very truly yours, 
R. E. Jounson, Assistant Vice President. 
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CONGRESS OF THE UNITED STATES, 
HouUsE OF REPRESENTATIVES, 
COMMITTEE ON FOREIGN AFFAIRS, 
Washington, D.C., May 8, 1958. 
Hon. JAMES H. SMITH, Jr., 
Director, International Cooperation Administration, 
Washington, D.C. 


DeAaR Mr. SMITH: With reference to previous correspondence concerning the 
Ta Shu Shan logging and sawmill project in Taiwan, I note from your letter of 
April 26 that you “propose, therefore, in the absence of a request to the contrary 
by the Foreign Affairs Committee, to proceed with the execution of the pro- 
posed contract with the Fairhurst Company.” 

In my letter to you of March 5 I requested “that negotiations for this proposed 
technical service contract with Fairhurst Technical Services, Ltd., be suspended 
until such time as the Committee on Foreign Affairs has an opportunity fully to 
inform itself on this case.” 

As the Committee on Foreign Affairs has been fully occupied with the current 
mutual security bill, it has not yet proved possible for the committee to complete 
its investigation of this sawmill project, and the matter has been referred to the 
Subcommittee on State Department Organization and Foreign Operations with 
a view to conducting a thorough study beginning at the earliest possible moment 
after completion of legislative action on the Mutual Security Act of 1958. In 
view of this fact, I am constrained to renew my request of March 5 that action 
on the proposed contract with Fairhurst Technical Services, Ltd., be suspended 
pending such action by the subcommittee. 

Sincerely yours, 
THOMAS BE. MoreGan, Acting Chairman. 


INTERNATIONAL COOPERATION ADMINISTRATION, 
OFFICE OF THE DIRECTOR, 
Washington, D. C., May 22, 1958. 
Hon. THomas E. MorGan, 
Acting Chairman, Committee on Foreign Affairs, 
House of Representatives, Washington, D. C. 


DeaR Mr. Morcan: Thank you for your letter of May 8, 1958, relating to the 
Ta Shu Shan project in Taiwan. The present suspension of negotiations for a 
proposed technical service contract with the Fairhurst Technical Services, Inc., 
will be continued in accordance with your request pending the study of this mat- 
ter by the Subcommittee on State Department Organization and Foreign Opera- 
tions referred to in your letter. 

Sincerely yours, 
J. H. Smirnu, Jr. 





INTERNATIONAL COOPERATION ADMINISTRATION, 
OFFICE OF THE DIRECTOR, 
Washington, D. C., June 9, 1958. 
Hon. Tuomas E. MorGan, 
Acting Chairman, Committee on Foreign Affairs, 
House of Representatives, Washington, D.C. 


DEAR Mr. CHAIRMAN: Reference is made to your request and our acquiescence 
to withhold action on the Fairhurst contract in connection with the Ta Shu Shan 
logging project in Taiwan. 

Logging and transportation equipment has been on hand in Taiwan and idle 
for the past 3 months. Our mission in Taiwan is being pressed by the Chinese 
Government to provide a driver, rigger, and logger trainer so that training on 
this equipment may be started. 

We can provide these services through the present J. G. White engineering 
contract. Inasmuch as this does not contravene our understanding with your 
committee, and since we believe it to be essential that this equipment be utilized 
advantageously, we have agreed to provide through the J. G. White contract the 
services requested, pending final determination of the overall management ad- 
visory, engineering, and technical services contract. 

Sincerely yours, 
J. H. Smiru, Jr. 
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CONGRESS OF THE UNITED STATES, 
HOovuSE OF REPRESENTATIVES, 
COMMITTEE ON FOREIGN AFFAIRS, 


Washington, D. C., January 8, 1959. 
Hon. JAMES H. SMITH, Jr., 


Director, International Cooperation Administration, 
Washington, D.C. 


Dear Mr. Smitu: This has reference to our previous correspondence concern- 
ing the Ta Shu Shan logging and sawmill project in Taiwan and my request 
that negotiations on a proposed technical service contract on this project be 
suspended ‘until such time as the Committee on Foreign Affairs has an oppor- 
tunity fully to inform itself on this case.” 

By direction of the Subcommittee for Review of the Mutual Security Pro- 
grams, each member of said committee concurring, pertinent points with conclu- 
sions and recommendations of the subcommittee, based on hearings recently con- 
cluded concerning the Ta Shu Shan project, are respectfully submitted. 


PERTINENT POINTS DEVELOPED 


Long and unnecessary delay in implementing this project has been caused by 
administrative mishandling, some of it admitted by ICA. 

Certain ICA officials may have allowed their personal preferences for a partic- 
ular firm or organization to outweigh technical considerations and the impor- 
tance of expediting action. 

Specifications for the project were prepared for the Chinese Government by 
an American engineering firm which the ICA has financed since 1948 at a cost 
of $1 million annually. 

Special attention is directed to the testimony describing as customary the “duty 
specifications” prepared by said engineering firm. 

The subcommittee received testimony to the effect that responsible ICA offi- 
cials were not accurately informed as to the background and technical compe- 
tence of the engineering firm’s official who prepared the sawmill bid specifica- 
tions. Official witnesses persistently referred to him as a logger without saw- 
mill experience until evidence was produced by the subcommittee establishing 
his qualifications as having held for years a responsible position with a sawmill 
company as well as currently being the owner and operator of a good-sized 
sawmill. 


Conflicting views within the ICA on the handling of the Ta Shu Shan project 
were evidenced in testimony before the subcommittee. 


CONCLUSIONS 


The subcommittee recognizes that the selection of contractors, both for con- 
struction and operation of the project, is the responsibility of the ICA. 

The subcommittee agrees with the ICA that there is a need and justification 
for the sawmill project on Formosa. 

The subcommittee concludes that certain ICA officials may have allowed their 
personal preferences, by reason of bias or prejudice, to look with favor upon a 
particular firm or firms for contract negotiations, with the result of hampering 
and delaying the project. 


RECOM MENDATIONS 


The subcommittee recommends that action should be taken by ICA to prevent 
and insure that a repetition of mishandling involved in the Ta Shu Shan saw- 
mill project should not occur in other projects. 

The subcommittee urges that extra care should be taken in the case of an 
award of contracts in the future in order that an element of bias, prejudice, 
or reprisal be avoided. 

In awarding any contract for management services steps should be taken to 
assure that personal preferences do not determine the action taken. 

With specific reference to the Ta Shu Shan project, it appears feasible to the 
subcommittee that ICA make use to the maximum extent possible of speeifica- 
tions already available and to arrange for any necessary modification by nego- 
tiation with the qualified low bidder on the project, rather than require the 
submission of new bids. 

It is believed that the points developed by the subcommittee in the course of 
its investigation, and its recommendations based thereon, warrant the most care- 
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ful review and study by the ICA. It is felt that all the factors herein referred 
to should be taken into consideration before the ICA proceeds to get the Ta Shu 
Shan sawmill into construction and operation. An unwillingness to admit error, 
plus a determination to justify original mistakes, should not be permitted to 
delay longer the award to the qualified low bidder and the negotiation of such 
technical management services aS may prove necessary. The subcommittee 
would view with concern any action by the ICA that would have the effect of 
ignoring its findings and recommendations by a return to those procedures and 
operations which led the chairman to request their suspension pending the sub- 
committee investigation. 
Sincerely yours, 
THOMAS E. MORGAN, 
Chairman, Subcommittee for Review of the Mutual Security Programs. 


x 








